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THE JOURNAL 


POLITICAL ECONOMY 


October 1920 Numser 8 


HARMONIZING THE INTERESTS OF FARM PRODUCER 
AND TOWN CONSUMER 


I. INTRODUCTION 


Looking backward along the pathway of our social evolution 
one finds that wherever large commercial and industrial town cen- 
ters have emerged from a previously rural population, there has 
always developed a clash between the townsman and his country 
cousin. Ancient and feudal cultures dealt with the problem 
vigorously and, in spite of occasional agrarian disturbances, in 
the main successfully through institutions of slavery, serfdom, 
and various forms of tied labor which kept the mass of country- 
dwelling producers of food and clothing stuffs in a becoming posi- 
tion of industry about their work, repectfulness and tractability 
in their conduct, and extreme frugality in their consumptive 
standards. 

With the advent of commerce and industrialism in Western 
Europe, wage labor, contractual tenancies, and even innocuous 
forms of peasant proprietorship, superseded the old forms of rural 
subservience, but without creating a civilization which was at 
once the specific product of the occupation and likewise character- 
ized by a high standard of living. While country life has, in the 
case of a favored few, risen to high levels of comfort or even of 
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elegance, this has been largely, if not entirely, the parasitic culture 
of a landed aristocracy, not a true achievement of the farming 
industry. Possibly in the case of the peasants of Denmark and 
more or less in northern France, Holland, Belgium, and western 
Germany, the level of prosperous economic democracy has risen to 
its highest point and to the closest equality with city conditions. 
But even there, there has been neither an equivalence with the 
conditions secured by similarly well situated groups of industrial 
wage-earners nor, for the more alert and intelligent, opportunities 
anywhere nearly equal to those so readily provided through the 
professional, technical, and business openings of the cities. 

As for America, we have been going forward so rapidly in our 
economic development, and conditions have been so fluid as a 
result of free land, freedom of enterprise, the great influx of foreign 
labor, and the spacious opportunities in factory, bank, or pro- 
fessional office for the sons of the older farmer stock, that the prob- 
lem has with us, seldom even threatened to become acute. To be 
sure, the Whiskey Rebellion was in part a backwoods farmers’ 
protest against town-made trade and fiscal policy, and the question 
of free land, internal improvements, and foreign tariffs frequently 
brought agricultural and industrial interests into conflict in the 
period which culminated in the Civil War. That conflict itself 
was in certain aspects a struggle between an industrial North and 
an agricultural South. Certainly it ushered in a period of increas- 
ing domination for the former of these interests. Through the 
three decades following 1865 our agriculture expanded magnificently 
in volume but declined disastrously in profitableness. Falling 
prices of farm products led to mortgages, and many of these mort- 
gages eventually were foreclosed by the ‘‘Eastern capitalists’ who 
hence became anathema to the Western farmer who had suffered 
years of pioneer hardships only to be dispossessed at last. Agri- 
cultural depression led to political agrarianism. Kansas farmers 
sent “‘Red”’ Peffer to the Senate, there to propose a whole sheaf of 
trumpery Populist remedies. The South had felt the same forces 


In the South there were the economic no less than the political crimes and achieve- 
ments of the carpetbagger, and in the East farmers were going down under the flood 
of cheap Western produce which brought prosperity to mill owner, manufacturer, 
and exporter. 
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stirring within her and sent up Ben Tillman as their spokesman, 
still brandishing the famous pitchfork with which the “high-collared 
roosters” of the town had been put to rout in South Carolina, and 
he was amply backed by the “sockless” Jerrys and Jeffs of other 
southern states. 

This wave of class and, as it happened, sectional antagonism, 
passed away not in any considerable degree in response to specific 
measures wisely conceived for the curing of its underlying causes, 
but because a great industrial expansion rising from the ashes of 
the trade depression of the nineties carried demand for farm prod- 
ucts up to a level where producers could secure reasonably satis- 
factory prices for all they could produce. Capped by the climactic 
years of a world-war in which we were first a neutral purveyor and 
even after our own entry into the conflict as much a commissariat as 
a combatant arm of the Allied service, American farmers have pros- 
pered unprecedentedly and have established themselves on a level 
of equality with other classes both in financial returns and social 
recognition such as a rural population has seldom enjoyed else- 
where or previously. Even as early as 1910, however, the price 
situation that spelled reasonable prosperity for the farmer engen- 
dered a growing concern among industrial interests and city dwellers 
over the “high cost of living.”’ From 1915 to 1919, the tides of 
war-time prosperity carried town wages and profits forward some- 
what faster than the prices of farm products and caused the back- 
to-the-land movement and other trite formulas of relief to be 
forgotten. Now, however, the subsidence of the war boom finds 
us stranded higher than before upon the uncharted shores of our 
producer-consumer problem. 

Perhaps the most salient feature of change since the earlier 
day is the rise of strong organizations of farmers which have quietly 
but swiftly grown up with the avowed purpose of preventing the 
resubmergence of their members in the low economic and social 
estate which they experienced in their earlier days or saw in the 
lives of their parents and still see revealed in the rural population 
of other lands. They force upon our attention the burning question 
whether agricultural producers can so organize their industry as 
to secure for themselves a high standard of life and at the same time 
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not establish the cost of living, of food and clothing and farm- 
produced raw materials, upon so high a level of cost as to exert a 
retarding or even blighting effect upon that important part of our 
civilization which emanates from town. It is to the attempt to set 
forth some of the chief issues in that problem that the present 
article is addressed. 


If. LEISURE-CLASS IDEALS IN THE CITY 


To get the matter in correct perspective, we must endeavor to 
get clearly in mind just what it is that urban interests have desired 
and in large measure secured. They have sought to have an ever 
larger surplus of food and raw materials over and above the con- 
sumption of the rural producers of these goods turned over to them 
for such use and enjoyment as they might see fit to make of it. That 
is, they have striven to erect a “leisure-class culture,” to establish 
a population group who were emancipated from the need of devoting 
their time and energies to the production of mere subsistence. 
However, the content of the leisure-class concept has been a chan- 
ging and, we may anticipate our argument to say, a constantly 
advancing ideal. In the older civilizations, it meant a lavish and 
often dissolute court and a ritualistic priesthood. The surplus 
wrung from half-starved slaves went to build the Hanging Gardens 
of Babylon and the pyramid tombs of Egypt. But, more and more, 
the time and effort of those who were thus freed from the necessity 
to wrestle with Nature for their daily bread went into the study of 
natural phenomena, the pursuit of art, the perfecting of govern- 
ment, the development of commerce and industry. 

Such a redirection of effort is indeed inevitable. No matter 
how ample a life may at first be provided by an institutional system 
—military, religious, legal, or conventional—whereby a favored class 
is to batten on the fruits of others’ exertions, the process is subject 
to a sure and swift operation of the law of diminishing returns. 
The withdrawal of a few men to repel invasion, keep domestic order, 
administer law, and teach and direct the unskilled workmen may 
result in an increased per capita output. But as more workmen are 
withdrawn and this first group surrounds itself with many others 
who weave and dye and fashion garments, who fabricate utensils 
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of wood and metal, who add to the variety or beauty of consumers’ 
goods, who render personal services of multifarious sorts, a time 
eventually comes when the per capita stock of materials from which 
all this increasingly pleasant existence is to be supplied begins to 
shrink. The attempt to pare the primary laborers’ share reaches 
a point where present gain is more than offset in a future loss in 
his efficiency. Those who would enjoy a larger life must con- 
tribute to the enlarging of the sources from which that life is to 
flow. Thus among the Romans, some applied themselves to the 
study of a better art of farming, but others sought the easier road 
by developing a commerce which diverted the grain of Carthage 
and Iberia to their wharves, or by extending conquest so that fresh 
laborers might continue to flow in to replace those whose depressed 
standard of living resulted in low efficiency or premature death. 
The ancient world never succeeded in establishing a harmonious 
adjustment of stability and progress within her civilization, based 
upon a productive leisure-class culture and a permanent agriculture. 

With the cultural revival of the later medieval and early modern 
period, however, urban callings multiplied again with even greater 
rapidity. From mercer’s guild to House of Lords, from blacksmith 
to poet, they made a brave array, self-lauding and calling upon 
the labor of the farmer for an increased output for their support. 
He, however, threatened to turn in revolt upon the whole pack of 
them, branding them as unproductive and altogether a burden 
upon the back of him who tilled the soil. Such was the case espe- 
cially when the luxury of the Louis’ and the exactions of subsidized 
trade and commerce caused the inky revolt of the Physiocrats and 
the bloody revolt of the Revolution. 

This as it happened was, however, more a protest against past 
abuses than a measure of the disabilities which have characterized 
the modern period. This period, since the coming in of the Indus- 
trial Revolution, has witnessed a considerable democratization, 
economic as well as political. Likewise this physiocratic protest 
was made upon the very threshold of an epoch in which city indus- 
trialism has demonstrated its power to confer upon civilization, 
rural as well as urban, benefits such as had hardly been imagined 
in the past. If then, as the writer believes, the present situation 
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is one in which again this conflict of interest forces itself inescapably 
upon our attention and into our field of action, its reason is not to 
be found in the lack of serviceability but in the scheme of social 
organization which it has evolved and in its distribution of economic 
rewards. 

With its cheap transportation, labor saving through the use of 
mechanical power, and the more effective expenditure of effort 
through the development of scientific methods, the services which 
the activities of the city render to civilization are coming to ever 
larger and more evident development. From such sources spring 
those labors of exploration which seek out new riches of nature 
and develop mutually profitable trade exchanges; those achieve- 
ments of scientific discovery which have given us greater power 
to control nature and make her forces labor in our behalf; those 
triumphs of economic organization which have reduced the cost 
of manufacturing the farmer’s raw materials, have put more and 
better implements in his hand, enlarged his facilities for market- 
ing, and mobilized credit for his service. But, while it is patent 
that the farmer has been in a large way the beneficiary of this 
admirable program of urban endeavor, he would contend that 
such benefits as he has received have been but incidental crumbs 
from the rich man’s table. He feels that the whole scheme of social 
organization proceeds upon a faulty principle, which, although it 
has worked fairly well during the swiftly moving first epoch of 
the world’s industrialization, will not suffice as a basis for permanent 
adjustment in the days ahead. That is to say, this development 
has been essentially exploitative in character, since it has turned 
constantly from exhausted or partially exhausted natural resources 
to freshly discovered or newly opened lands and to the cheap labor 
of native populations or the gratuitous exertions of the land- 
speculating pioneer; and not less because of the fact that at the 


* How lamentably and how swiftly a purely exploitative development collapses is 
made painfully clear in the history of Spain, first of the modern experimenters along 
this path. England, on the other hand, built a substantial and imposing economic 
structure based upon a correlated development of extractive industry in her depend- 
encies and of manufactures, trade, finance, and shipping in the British Isles. The 
real test of British economic statesmanship, however, is only now coming, as the passage 
of time calls for successive readjustments on the basis of a constant tendency toward 
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consumer’s end the concern has been so predominantly that of 
separating him from his dollar and so little that of making the 
most economical provision for his needs. 

The naive intelligence of the countryman inclines to the view 
that economic activity is properly to be regarded as the means of 
producing the material essentials of human life and well-being. 
Individually he is concerned with making a family living and com- 
paratively little with the amassing of a fortune or the showing of 
large dividends upon a capitalized investment. The weakness of 
his philosophy is no doubt to be found in its tendency toward 
making him a poor economizer of outlays which are not procured in 
exchange for cash and a poor conservator of the less obvious forms 
of capital. Such economic sins, however, though they may appear 
heinous to the professional accountant, seem to the lay judgment 
of the country venial as compared with the city’s prostitution of 
the whole process of life-making production and consumption to 
the mere end of erecting and maintaining a particular structure 
of (1) advertisement or solicitation of other sorts to exploit con- 
sumers’ spending power, (2) capitalization of the maximum income- 
yielding power of such a traffic, (3) the sanctification of this 
situation through every institutional agency which can be made to 
confer relative permanence upon relationships which in a dynamic 
(and we pray progressive) world should be kept fluid. 

Let us set the matter forth concretely in terms of our staple 
cereals. The farmer’s ideal would be that they should go to the 
consumer with the greatest economy and efficiency both manu- 
facturing and commercial, giving the eater maximum utility for 
his money after paying the grower adequately’ for his outlays of 
labor and materials. The urban ideal, however, tends toward 
quite a different adjustment of the matter. It asks, What is the 
most that the consumer can be induced to give for breakfast cereal 
if introduced to him by a highly paid ‘“‘ad” writer aided and abetted 


greater economic self-sufficiency in the various colonial units. Germany’s interesting 
experiments were cut short by her disastrous snatch at Continental domination. So 
far as she had gone, interindustrial balance seemed pretty well to be maintained, though 
exploitation within a class was probably at least as bad as elsewhere. 


Cf. p. 649 and p. 655. 
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by an inspired artist, working through the expensive medium of 
a weekly of over two million circulation and the ubiquitous street- 
car card? Having made our humble grains into puffed wheat and 
toasted corn flakes and dressed them in gorgeous lightweight 
packages and exchanged these for the millions of consumers’ dimes 
(now, alas, fifteen and twenty cents), what is the highest price the 
investing public can be induced to pay for corporate partnership 
in the future earnings of this purveyor of the nation’s breakfast 
dish? Having “sold the public” on the first of these propositions 
and having sold the bond house, bank, or individual on the second, 
future endeavor is mortgaged to the task of maintaining the power 
of the concern to pay the lavish salaries of its executive officers 
and principal selling or other experts, fixed charges, and common- 
stock dividends. 

Obviously such an account is distorted in that it plays up only 
one side of the picture, the defects rather than the indisputable 
merits which lie in the present type of urban economic life. That 
life and its point of view, however, are well exemplified in the form 
and philosophy of the business corporation, endowed with a per- 
petual life consecrated to the payment of annuities to a whole brood 
of dependent offspring—its employees and stockholders. Naturally 
this fostering parent becomes the object of solicitous care not 
exceeded by that of ancestor worship in the Chinese patriarchal 
family. A similar growth of vested interest characteristic of modern 
industrialism appears in the case of the labor union, which syndicates 
the labor power of a larger or smaller group and makes their welfare 
contingent upon the maintenance of their craft position, not infre- 
quently impeding technical improvement or protecting a certain 
tale of positions in the interest of pay envelopes rather than product. 
A “make work” policy, whether in the case of corporate vice- 
presidents or the union crew of a printing press offends the ethico- 
economic sense of the farmer. The tendency of urban culture to 
get into the rut of sinecurism, duplication of agencies, society 
idling, the assertion of vested right to all these is what has 
caused the farmer to cry out against the load of “unproductive 
consumers which the city is piling up on the back of the tiller of 
the soil.” 




















FARM PRODUCER AND TOWN CONSUMER 633 


Ill. THE FARMER’S BALKED DISPOSITIONS 


Having set forth what seems to the writer the chief merit and 
defect of the urban economic philosophy, let us turn to a brief 
scrutiny of rural aspirations and their socio-economic significance. 
The fact that from time to time the countryside breaks out in 
servile insurrection, Peasants’ Revolt, Populism, a Non-partisan 
League, or some milder form of agrarian discontent makes it patent 
that the life which has been vouchsafed the farmer in the social 
organization of past and present has left persistent or recurrent 
cravings of his heart unsatisfied or has done violence to his sense 
of right and fitness. That many forms of a well-nigh universal 
protest against this state of things are at this moment audible from 
one end of our country to the other is evident, and this furnishes 
ample motive for an attempt to analyze the Freudian complex 
which is responsible for this condition. 

Probably the chief source of this discontent is to be found 
in the position of economic, social, and political inferiority accorded 
the farmer in civilization’s scheme of things. The craving for a 
high standard of life, while it has been gratified in relatively ample 
measure in Blackhawk County, Iowa; Ventura County, California ; 
and Lancaster County, Pennsylvania, is still pinched and thwarted 
in Perry County, Arkansas; Hardin County, Illinois; and Coos 
County, New Hampshire. Orange Township admits that it is just 
about the best agricultural township in the United States, but only 
one-third of its farm homes have that indispensable of the tenement 
dweller—a bath tub. Five hundred Iowa farm women were asked 
what they wanted most in life and four hundred and fifty replied, 
“running water.” But the slum dweller has that and gas or electric 
lights and steam heat besides, not to mention band concerts and 
movies, free lectures, libraries, and museums, if he have the appetite 
to enjoy them. The farmer who accompanies a shipment of cattle 
to Chicago sees uniformly well-dressed people and impressive 
buildings, extravagant restaurants, theater crowds with whom 
both time and money seem to be at a discount. He contrasts all 
this with the barren “Opera House” at home—dark 350 nights a 
year; thinks dourly of his muddy barnyard, cold bedroom, and 
the meager adornments of his home. He marks the wage schedule 
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of organized labor and observes that the clothiers’ slogan, ‘The 
man who works with his hands should be as well dressed as his 
banker after working hours,” comes near to literal fulfilment. This 
he puts in the deadly parallel column opposite the long hours he 
and his sons work, the loss on the last load of steers, (not the one 
before, on which he made a nice profit), and the sartorial short- 
comings of overalls. He finds business closing down Saturday noon 
and notes the train-loads and boat-loads of people off for woods, 
seashore, or mountains for longer or shorter vacation trips. He 
perhaps fails to visit the steel works or to follow the ice-man’s day, 
but he commonly gets the impression that, as compared with him- 
self and his kind, city folks have a pretty easy time and compara- 
tively large pecuniary rewards. 

It is not within our province here to appraise the correctness 
of the deductions which farmers individually or en masse draw from 
the facts of present-day social organization. A statistical inquiry 
of great magnitude and extreme nicety here awaits the hand of 
someone with more time and space at his command. It is obvious, 
however, that many a comfortable home has been built out of the 
current proceeds of farming and that an adequate competence 
enables a fair percentage of farmers to retire at the age of fifty or 
thereabouts. But there are no great fortunes‘ and there are condi- 


* From a wide variety of authentic sources the conclusion was drawn that before 
the war labor returns on the farm did not characteristically exceed a rate of one dollar 
per day. Obviously, this has been increased during the war but there is no reason to 
think that it has more than doubled on the average. Farm surveys indicate that 
the farmer’s labor income was highest in 1917. In that year, according to a study 
made of sixty farms in southern Wisconsin (Bulletin 300, Wisconsin Experiment 
Station) labor income was $1,075 as compared with $56 in 1914 and a five-year average 
of $408. 

In Iowa, a co-operative study made by Iowa State College and the U.S. Depart- 
ment of Agriculture shows that in 1913 the average labor incomes on 1,797 farms in 
two representative areas were $306 and $307 respectively and that in 1918 two groups 
of farms in the same areas (392 farms) had labor incomes of $1,525 and $746 respec- 
tively if no allowance is made for advancing land values or $296 and $72 respectively 
if 5 per cent be allowed on the land prices of August 1, 1919. (“Labor income” in 
the above cases is exclusive of the value of that part of the family living which was 
furnished by the farm. This is estimated as $400 to $500 at the earlier period and a 
considerably larger amount in 1917 and 1918.) 

Since the above figures include a large proportion of independent operators of 
medium to large sized farms, they should properly be compared with the earnings of 
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tions over wide areas which outdo many a city slum. The prag- 
matic test of exposure to the blandishments of the city still proves 
that in terms of human satisfactions the average of country condi- 
tions falls behind the town. The war-time ballad-monger put a 
pertinent query in his impudent refrain, “How you gonna keep ’em 
down on the farm, after they’ve seen Paree?”* The farmer himself 
answers, “It cannot be done unless we get a larger share in the 
social dividend and a larger voice in the ordering of our country’s 
civilization.” 


other business proprietors or executives and with the higher grades of clerical, technical, 
and professional salaries, not merely with labor wages. A single comparison must 
here suffice. The Annalist (April 19, p. 531) gives the following table of railway pay: 


AVERAGE MONTHLY WAGES 























| 

1916 Marca, 1920 
Freight Passenger | Freight Passenger 
sis acnacanseneaeedsaawaneease $154.32 $177.04 | $326.43 $301.57 
Conductor. . A 134.77 156.41 | 320.28 243.28 
ENGR IRN PAS EER ren OF ae 87.70 85.04 | 230.75 179.45 
PE tittradasevebeemenseindasens 93.82 108.11 | 253-35 188.12 





? Data secured by the Bureau of Crop Estimates of the U.S. Department of 
Agriculture (Monthly Crop Reporter, April, 1920, p. 37.) indicates that for the country 
as a whole the supply of farm labor this year is 68.8 per cent of the demand; it is 
57.8 per cent of the demand in the North Atlantic states, 67.5 per cent in the South 
Atlantic states, 64.2 per cent in the North Central states east of the Mississippi, 
and 75.2 per cent west of the river. The strong pull of town wages, particularly in 
the more industrial sections, is apparent. The Bureau estimates the farm labor 
supply this year to be 72.4 per cent of normal in the United States, “‘normal”’ presum- 
ably meaning the ten-year average. 


2 The tendency away from the farm to the city was blamed by another middle 
western farmer for the high cost of living. “I attribute it a great deal,’’ he wrote, 
“to the good times in the city. The young men can go to the city and get big pay 
for eight hours work while farmers have to work fourteen to sixteen hours a day at hard 
manual labor. All of the young men in this vicinity of any account go to the city and 
there are only a few old men left to farm.” 

Declaring that while the farmer has to take what the commission man and 
retailer will pay him for his product, he is compelled to pay whatever the dealer asks 
for his clothes, farm machinery, and other necessities, another farmer said, ‘‘Farmers 
work from twelve to sixteen hours a day. City labor works six to eight hours a day. 
The city man makes two or three times as much as the farmer. The farmer labors 
and produces but gets a smaller return than any other class” (Newspaper account of 
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This introduces the second of the countryman’s balked disposi- 
tions. The American farmer feels that his voice is no longer 
heard in the affairs of our country as it was in the earlier days of 
the republic. He marks an insidious change which has come over 
our political and social institutions since the Civil War and which 
has resulted in putting power in the hands of industrial and pro- 
fessional urban interests to dictate the nation’s course and policies." 
He, however, counts agriculture as constituting half of our national 
life and entitled to an equal voice with other interests. He purposes 
to cherish and to enlarge the social tradition of the invincible free 
yeomanry from which he sprung. An instinctive democrat, bred 
true from a line of sires who in the old mother-land kept their necks 
free of monarchial domination, he stoutly proposes that it shall 
be kept equally free from the domination of any class of city 
politicians, financial Bourbonism, or commercial overlordship. 

It was but natural that, with the passing of America from a 
condition predominantly agricultural, an increasing measure of 
power should have grown up in the hands of the newly arrived 


replies sent to questionnaire issued by the Post-office Department, January, 
1920). 

One class of people cannot continue to work twelve hours a day while the rest of 
the population works eight or less. One class cannot continue to work for twenty- 
five cents an hour while the rest get a dollar and twenty-five. Our civilization cannot 
be maintained in any way except by hard work. Farmers can’t furnish all the hard 
work while other people strike and loaf. The only remedy will be for every man who 
is producing commodities that the farmer uses to get to work, to produce more and at 
less cost; and for a good many men who are enjoying short hours and high wages in 
the cities to go back to the country and help plow corn (Prairie Farmer, April 17,1920). 


* The writer finds himself in some doubt as to the proper tense to be used in this 
and subsequent paragraphs, whether it should be past, present, or future. It was 
written in the present tense as of March, 1920. At almost that moment, however, 
a change in the leadership of the United States Department of Agriculture resulted in 
a vigorous campaign of publicity in behalf of our rural population. Almost at once 
there was a swing of sentiment amongst city editors toward a more fair and generous 
presentation of the question of the farmer’s economic condition and his relation to the 
cost of living. Cumulative force was added to this movement by the fact that 
several of the strongest farmers’ organizations through a joint committee presented 
the cause of American agriculture so vigorously to the great political parties as to 
secure quite adequate expressions of interest and support both in the platforms and 
in the pronouncements of their candidates. Whether the future will reveal that these 
apparent gains are real or merely illusory remains to be seen. 
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industrial and financial groups. But the farmer feels that in the 
years from the Civil War until the recent past these classes have 
used their growing strength and his relative weakness to push him 
into a position of obscurity and to treat his complaints and his 
aspirations with contempt. He believes profoundly (doubtless 
being to some extent overcredulous) that big business interests 
have had an unholy power in Congress and in many state legisla- 
tures. If now the work (begun some years ago) of casting out these 
privileged powers is to be perfected, he proposes to have representa- 
tives of his own interests occupy whatever position, by right of its 
size and importance, his industry is entitled to. If, on the other 
hand, the years following a great war are to witness a recurrence of 
efforts by the same interests to secure for themselves again a position 
of special privilege and power, he proposes not to sleep on his 
rights but to exert his full strength to frustrate such a development. — 

We have seen the length of psychic disturbance to which gentle 
womanhood may be driven when thwarted of its intention to grasp 
the suffrage and cure the wrongs and blunders of a “man-made 
world.” Not less may be the outbreaks of rural groups who have 
brooded long upon the real or fancied wrongs of a government 
nominally of and for the whole people but which they become con- 
vinced is effectively controlled by town-made policies which cause 
the lion’s share of our enlarging social life to go to industrial inter- 
ests and to the denizens of the town. A host of documents might 
be introduced to show the prevalence of such sentiments in the 
country today. Two brief quotations must here serve as typical: 

City editors have not yet come to regard farmers as part of “the public.” 
They still look upon them as “‘hewers of wood and carriers of water.” The 
attitude is not confined to city editors. During the recent ruction over the price 
of milk, the president of one of the oldest and largest universities in the 
country objected to allowing the farm women and children anything for their 
labor, on the ground that “they had always worked for nothing.” This man 
was a member of a milk commission. Ideas like his must be got out of the minds 
of thinking people. Farmers are entitled to as good wages as other people 
who do work requiring similar intelligence and skill. In future they are 
going to have such wages or know the reason why. And they will get them 
through organization. ... . Moreover, we should be in a postion righteously 


to prevent hostile legislation, and have a voice in the settlement of industrial 
disputes that involve farm interests [The Farm Journal, April, 1920, p. 7]. 
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The great majority of American farmers are not today securing from their 
labor a reward which they regard as fair to themselves, nor one which students 
of social science consider satisfactory from the standpoint of minimum require- 
ments fora decent living... . . The working farmers of America as a class have 
not been represented in any authoritative or adequate way in the groups that 
have outlined policies nor in the councils that have determined destinies, either 
with respect to agriculture itself, or in those fields of effort in which the 
farmers as a great class of citizens have a special interest [Butterfield, The 
Farmer and the New Day, pp. 11, 16]. 


Doubtless the city’s comment upon these capacious aspirations 
and far-reaching claims would be an appeal to the give-and-take 
philosophy which their lifetime association with market processes 
has caused to permeate all their thinking. Virtually they would 
say, ““We will be glad to have you enjoy all these things if you can 
earn them. No amount of mere wistfulness and no appeal to 
categorical standards of abstract justice or propriety can avail 
against the organized processes of a price-competitive and politi- 
cally enfranchised society.” This can readily be ritualized into 
the impeccably sportsmanlike slogan “A fair field and let the 
best man win.” This, though attractive, begs the question so far 
as the farmer’s contention that institutional adjustments favor 
urban against rure! interests, is concerned. At the same time there 
must be no evasion of the challenge thrown down by the city on 
the score of efficiency. The farmer cannot hold himself immune 
from any responsibility for the cost of the nation’s living. To be 
sure the highness of that cost should be measured against stable 
landmarks as we look forward into a permanent agricultural pro- 
cess of high technical and economic efficiency, not backward over 
the impermanent and abnormal depressions of a period of land 
appropriation. But the farmer must appear and plead in court 
when it is charged, “The physical wastes on the average farm are 
enough to sicken any self-respecting industrial manager; the leaks 
due to inadequate bookkeeping are appalling; the loss of labor 
power through poor layout and clumsy labor management are 
enormous; serious dissipation of capital occurs in the purchase of 
plant, equipment, and supplies; selling operations are unbelievably 
inept and wasteful.” 

There is not time here to analyze the pros and cons of these 
charges, but it is incumbent to point out that the “honest farmer”’ 
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with a strong sense of personal justice is likely to fall into a bald 
labor theory of value and to seek to force the repayment of costs 
whether wisely and skilfully accrued or otherwise, rather than 
to rely upon the efficiency of his productive and marketing organi- 
zation as a means of assuring the return of his costs including a good 
family living. We shall return to this issue later. 


IV. IS THIS MERELY A PHASE OF THE CAPITAL-LABOR 
CONTROVERSY ? 


It might be thought that that phase of the farmer’s dissatis- 
faction which aligns him as an enemy of economic and political 
privilege would make him the natural ally of the industrial laborer 
in the latter’s chronic antagonism to capital and capitalistic forms 
of government. This is not the case, however, since the main 
objectives of organized labor and those of the farmer are, in fact, 
diametrically opposed. The former seeks to put wages up and 
living costs down in order that between them there may be an 
ampler zone for the elaboration of a high standard of consumption 
and adequate provision for his own old age and the future of his 
children. The farmer’s interest, on the contrary, lies in the direction 
of higher prices for the products which enter into the city laborer’s 
cost of living and a lower cost for the town-made goods which he 
must buy and in whose price the laborer’s wage is an important 
factor. To be sure there is a third party involved in the problem, 
viz., the capitalist or city employer. He too is concerned in pro- 
tecting his margin of net income by enhancing sale prices or by de- 
pressing costs. The relations of these three parties admit of several 
different combinations of common interest or common antagonism. 
Thus laborer and capitalist are mutually interested in high prices 
for their finished product and low prices for their raw materials. 
Both are interested in low prices for food and clothing materials, 
but the former wants high wages and low profits and the latter 
high profits and low wages." The farmer finds his strongest interest 

1 Of course the employer is relatively unperturbed by wage advances so long as 
he is able to pass them on to the consuming public without trenching on his profits. 
Likewise labor is not much disturbed at the presence of large profits provided they 


represent gains over and above a generous rate of wages (e.g., the Ford Motor situation). 
But it is obvious that progress in the direction of high wages and large profits both 
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in high prices for his products and his second desideratum in low 
prices for his manufactured goods, transportation, or other services. 
While it is true he is a laborer, he is also generally an employer of 
additional hands and hence not a whole-souled convert to union 
philosophy of work and pay. Likewise he is almost invariably 
an owner of considerable circulating capital even where he is not 
a land owner, but also he is a rather heavy borrower of capital, 
both individually and frequently as a member of a co-operative 
organization. Hence his zeal for large returns upon capital is 
tempered by a longing for easy interest rates and a generous division 
of returns in the form of labor income. In a word he is concerned 
about the status of agriculture in relation to other industries more 
than he is about distributive categories. In so far as he is class 
conscious, it is the class consciousness of the farming industry 
rather than that of the laborer or the capitalist as such. 

To be sure, there have been maneuvers looking toward the 
establishment of a working entente between organized labor and 
organized farmers. Such a move, however, can be successful only 
in case both parties are convinced that their mutual conflict of 
interest is less than their common suffering at the hands of a third 
class inimical to both. This has been the case in the Non-partisan 
League, which has sought to array both farmer and laborer against 
the capitalist, personified as “Big Biz.’ In their philosophy the 
fundamental clash of interest between farm producer and town 
consumer is effectively masked by a persistent emphasis upon the 
miller, elevator company, packer, banker, and other industrial, 
commercial, and financial functionaries rather than upon the ulti- 
mate eater of food or wearer of clothes. These latter, they argue, 
pay at retail a sum quite large enough to give the original producer 
meet a check and ultimately a complete stoppage in the increasing difficulty of forcing 
selling prices of consumption goods indefinitely higher. Moreover a general advance 
in such prices reacts unfavorably upon the worker’s own real wages, since one group 
buys the products of other groups. The more complete and permanent solution of 
their personal problem of economic welfare, therefore, calls for a lowering of the prices 
both of raw materials for their industry and of farm products which enter directly 
into their cost of living. Hencea natural solidarity of interest between laborer and cap- 
italist, operating in the direction of low farm prices. Our habitual faith that supplies 
will be forthcoming regardless has never met any very serious check. Cf. p. 655. 
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his due or meet his needs adequately were it not for the heavy toll 
levied by the capitalist, speculator, middleman, and manufacturer. 

A radical minority of the farmers have been won over to this 
point of view and have accepted organized labor’s exposition of the 
economic process, in which the maintenance or advance of wages, 
the shortening of working time, and like measures are shown not 
to have the effect of adding to the price of what the farmer buys, 
or of subtracting from what he receives of the price paid by the 
consumer for bread or bacon, shoes, or a woolen suit. 

To the conservative majority of business farmers, however, the 
trend of events has sufficiently demonstrated that industrial labor 
has a power little if any less than that of organized capital to pro- 
tect its own interests, and this largely at the expense of the unorgan- 
ized rural class. The industrial worker seems to them quite 
capable of effecting his own deliverance from the economic ambush 
in which he found himself as a result of the swiftly changing tech- 
nique of the last century and a half. Institutional adjustments 
already effected appear to permit the elevation of city wage- 
earners to a standard of earnings, working conditions, and intellec- 
tual and social satisfactions outside their work, which is above 
the rural average. 

This conservative wing of the farmer party (including the 
National Grange, the American Farm Bureau Federation, most of the 
Farmers’ Educational and Co-operative Unions,’ and some minor 
organizations), while it holds aloof from the utopian socialism of 
the maximalists both in its own ranks and those of organized labor, 
is no more ready to align itself with the minimalist camp within the 
American Federation of Labor. Both of these conservative groups 
look to collective bargaining under the existing régime for the accom- 
plishment of their aims. Since their heads are not enveloped in 
the pink cloud of radicalism they perceive that the parts of the 
social dividend cannot be greater than its whole and that, since they 
are bargaining for the same thing, the interest of the one inevitably 
runs athwart the pathway of the other’s economic advancement. 
The farmer perceives that full attainment of labor-union goals by 

* But not the Farmers’ Union of Nebraska and North Carolina, the State Grange 


of Washington, Oregon, Idaho, and Colorado, the National Gleaners, nor the American 
Society of Equity. 
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the methods currently advocated would achieve for this class an 
economic position and standard of life from which he himself must 
be shut out. The labor unionist does not expect his proselyte to 
share in his own heaven of union hours and union pay. For then, 
says he aghast, we of the town should starve. Conversely, the 
farmer says, If the consumers of the town would get down to 
work as industriously as we are constrained both by inclination 
and necessity to do, the resulting increase in their productivity 
would so enlarge their purchasing power that they could cease 
their relentless pressure upon the prices of the farmers’ products. 
They could freely allow us a return which would permit the 
realization of a rural standard of life upon a level equal to the 
ideal which they hold for themselves. 

This view has come to expression in numerous resolutions’ by 
farmers’ organizations large and small, and has been manifest in 


« “Tf industrial controversies are settled by increasing industrial wages and decreas- 
ing industrial hours of labor, farmers must not be held responsible for the resulting 
increases in the cost of necessaries of life. If industrial wages are increased and hours 
of industrial labor are decreased, these changes will influence farm wages and farm hours 
of labor in the same way, and still further decrease farm production, and increase 
farm costs. Increasing wages and decreasing hours also add to the cost of distribu- 
tion, which in turn is paid by the consumers. The National Grange insists that no 
settlement of industrial controversies can be fairly made without taking into account 
the effect of such settlement on the greatest of all industries—Agriculture” (Legis- 
lative Recommendations of the National Grange, passed November, 1919). 

“The farmers, and the American people as a whole, do not believe that any class of 
workers should receive a full day’s pay, with a 60 per cent increase, for five hours’ work 
and when Mr. Gompers or the American Federation of Labor tries to put a thing like 
this over, more especially at a time when untold suffering might result, they may expect 
and deserve to be criticized, and criticized severely. The right to quit work when one 
pleases is an inherent right, provided that one is able to take care of himself without 
work and not become a charge upon the community. The right to strike is not an 
inherent right and can only be justified on the ground that labor has no other weapon 
with which to bring about a redress of its grievances. However, when labor arro- 
gates to itself the right to strike when and where it pleases, without reference to the 
merits of its cause, it is high time for the government to step in and protect the whole 
people against the few, who, on account of peculiar circumstances, are in a position 
to wreck business and cause untold suffering” (Association of State Farmers’ Union 
Presidents, Washington, D.C., January, 1920) 

“We declare our independence of affiliation with any commercial, labor, or indus- 
trial organization, but maintain a co-operative attitude toward all movements pro- 
moting the welfare of American institutions. 

““We unqualifiedly assert our loyalty to the principles of the freedon of the people 
under our American institutions, and while recognizing the right of any and every class 
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a general unwillingness to join with labor groups in public confer- 
ences or private understandings.’ 

It was currently reported last fall that the greatest danger 
to the continuance of the traditional policies of the Federation of 
Labor and to Mr. Gompers’ personal leadership bade fair to arise 
from a predicted alliance of the farmer group with the radical 


of our people to associate themselves for material benefit, we just as strongly assert 
the right of every American citizen to the free and unhampered privilege of disposing 
of his labor or products thereof as he may individually desire. 

“‘We desire to point out that a large factor in the high cost of living is the curtailing 
of production through shorter hours, lessened efficiency of labor, and strikes’ (Reso- 
lutions adopted by American Farm Bureau Federation at its organization meeting, 
Chicago, Illinois, November 14, 1919). 

“The statement has been made so often and kept to the front so continuously 
that organized workers have an inherent right to strike, when and wherever they 
please, that the public generally has accepted the statement as being true, and, as a 
result, strikes have in times past received to some extent the support of public opinion. 
Recent events and happenings, however, indicate that the country generally is giving 
this question serious consideration, and as a result there is a growing demand that some 
other method be employed to bring about the settlement of controversies between 
employer and employee. This demand is more pronounced on the part of the farmers 
of the United States than of many other classes, for the reason that they are affected 
more directly than most other classes. The farmers develop a section of country 
adapted to the production of perishable products. They spend vast sums of money 
in building houses and barns, digging drainage or irrigation ditches, and in bringing 
the land up to a high state of productivity. Such land could not have been developed 
if the transportation facilities had not been such as to insure that the farmers could 
get their products to the markets of the country with the least possible delay and 
before they become unfit for consumption. What applies to the production of perish- 
able products applies, in varying degrees, to the production of all other products, and 
in no case could the farmers undertake to produce extensively or beyond their own 
needs if there were no facilities for transporting their products to the consuming centers. 

“Tf the above is true, and no sane man will say otherwise, then it naturally fol- 
lows that those who believe that labor has an inherent right to organize a strike 
believe that such organizations have a right to starve the people of the cities to death, 
on the one hand, and to destroy the property of the farmers on the other. No such 
right has ever existed and no such right exists now. It is economically unsound, and 
the American people can and will work out some other method for the settlement 
of such controversies” (Statement issued by representatives of the National Grange, 
the American Farm Bureau Federation, the Cotton States Board, and the Association 
of State Farmers’ Union Presidents, Washington, February 12, 1920). 


* Mr. Gompers invited the National Grange to participate in his ‘reconstruction 
conference” in Washington last December. This invitation was referred to the annual 
session of the order where it was fully debated and answered with a curt telegram of 
rejection. In Iowa a great effort has been made to interest the organized farmers 
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faction of the labor forces. Apparently these fears, while not 
groundless, did not rest upon a correct apprehension of the matter. 
It would appear now that not only is this agricultural group immune 
to the gospel of the labor radicals, but they are also opposed to the 
creed of labor orthodoxy, with its strenuous insistence on the un- 
abridged right to strike and its implacable opposition to any eco- 
nomic league of peace such as the Kansas Court of Industrial 
Relations.' 

The impeccably bourgeois attitude of the dominant faction in 
American farmer organizations is patent to the most casual reader 
of their official utterances. Therein lies the key to the whole pres- 
ent situation. Workmen’s and peasants’ councils will not be 
set up here, because our farming is not carried on by a peasant class. 
The proletarian group within the industry is much of it relatively 
inaccessible to the organization movement and the propertied class 
in the country is constitutionally out of harmony with the prevail- 
ing labor philosophy on at least four points: (1) The right to strike 
threatens their prosperity by imperiling their market connection. 
(2) The union measure of a working day (plus strike interruption) 
enhances the price of their productive and consumptive supplies. 
(3) The union level of wages robs them of their labor supply either 
inside or outside the family group. (4) The drift of labor philoso- 


in support of the labor cause. The State Federation of Labor called a “conference of 
farmers and laboring men” at Des Moines on October 1, 1919, and a so-called “‘triple 
conference” (labor unions, railway employees, and farmers) was also held at Des Moines 
January 12, 1920. While several of the resolutions adopted in these joint conferences 
constitute an excellent statement of the common interest of farmers and laboring men 
in honest officials and progressive and equitable laws, the concrete demands of the 
laborers on such issues as the return of the railroads and measures for industrial arbi- 
tration have alienated the larger part of the farmers’ support. 

* The forehanded zeal with which the New Republic hastens to extend the right 
hand of labor fellowship to rural Iowa (‘The Line-up in Iowa,” April 28, 1920) seems a 
bit premature. Its remarks were posited on a prediction of success for a certain Colonel 
Smith Brookhart, who sought to draw the farmers and the American Legion into a 
triple alliance with union labor for the purpose of ousting Senator Cummins from his 
Congressional seat. Brookhart, however, was decisively defeated in the state pri- 
mary of June 7. 

It is perhaps worth while also in this connection to recollect that in foreign govern- 
ments where an agrarian bloc is not uncommon, its affiliations are characteristically 
with conservative or even reactionary factions and seldom if ever with the radicals. 
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phy toward socialization of capital and nationalization of land 
threatens their position as capitalists. 

Whether or not the balance of power in the ranks of organized 
labor is destined long to remain in the hands of the “‘menshiviki”’ 
under leaders of the type of Gompers, Mitchell, and Morrison, it seems 
tothe writer quite safe to predict that the conservative régime of such 
leaders as Atkeson and Howard is likely to endure for some time in 
the evolution of the farmers’ organization movement. It is likely 
that the open and vigorous opposition of this body to further govern- 
mental control of the railways and the fact that they have “voted 
early and often” in favor of measures to prevent strikes have done 
as much as any one thing to cast a chill upon the ardor of that labor 
faction which apparently had about concluded that the moment had 
arrived for the ushering in of a new social order. For how long a 
future it will maintain its control and at the same time avoid shift- 
ing its position remains to be seen. If the conjunction of circum- 
stances which appear now to operate in the direction of increased 
tenancy and lessened rural prosperity, give to the group a markedly 
proletarian cast they will doubtless swing over toward social- 
istic patterns of action, though in alliance with industrial laborers 
only in those cases where it seems that their common opposition 
to some capitalistic interest transcends their mutual antagonism 
over the fixing of what is to one a selling and to the other a buying 
price. 

In summary, the capital-labor controversy runs in and out 
through the producer-consumer controversy. But the latter is a 
distinct issue provocative of a distinct class alignment. While it 
must not be the purpose of rural organizations to foster class strife, 
yet there is here an underlying divergence of interest in the nature 
of things which a proper self-interest precludes their ignoring. By 
what methods and how fully this underlying conflict of interest 
can be resolved is a question to which the remainder of this paper 
will be addressed. 

V. THE PROXIMATE ADJUSTMENT 

If, in these disquieting circumstances, we turn to the economist 
for a prescription for the malaise whose symptoms we have been dis- 
cussing, what will be the counsel that he gives? Clearly the nature 
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of the advice will depend upon the sort of economist whom we call 
in consultation. Should we hit upon a complacent practitioner 
of the laissez faire school, he will say that these disturbing forces 
must work through to a natural equilibrium. The most orthodox 
of economic medicine men would advocate, like the most heterodox 
of the bodily healers, a policy of masterly inaction whilst the unseen 
hand should restore the divine harmony of perfect health. 

Within limits there is merit in this doctrine. It represents 
the minimum elements of an adjustment. In presenting the sort of 
balance which economic forces will strike if merely allowed to work 
themselves out unhindered and unhelped, it centers attention upon 
certain underlying factors which must be reckoned with in any 
adjustment which may be effected. Indeed such a scheme of auto- 
matic readjustment may be accepted as adequate if time is no factor 
in our consideration and if we are willing to accept whatever type 
of civilization may thereby be brought about. If the farm popula- 
tion is dissatisfied with current wages, let the present drift toward 
town continue unimpeded to the end that by relocating our labor 
force it may relieve the relatively greater scarcity in town, ease the 
wage pressure there, and, through the enhanced scarcity of rural 
labor, elevate its wage till no disparity shall longer exist. Besides 
the primary adjustment in pay thus efiected,there would be a second- 
ary influence tending to advance the cost of city living and to swing 
the pendulum of relative enonomic advantage back toward country 
residence and rural employment. Likewise, on the score of capital 
it would be argued that if returns are higher in industrial than in 
agricultural pursuits, funds should and will be drained from the 
latter to the former until a proper balance is re-established. Let 
the farmer sell his agricultural holdings and invest in town property 
or industrial securities. Contrariwise, if the city consumers find 
present food costs too high or farm-produced raw materials too 
scarce, they can redress the faulty balance by subtracting themselves 
from the city and applying their labor and their capital back at the 
source of supplies in the country. 

Both the pre-war back-to-the-land movement and the war-time 
and post-war drift into industrial callings represent spontaneous but 
somewhat erratic popular attempts at such economic ballasting. 
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Undoubtedly such a movement constitutes an effective and direct- 
acting method of altering the status quo but that it in any adequate 
sense solves the underlying problem by no means follows. 

The value which attaches to such a method of readjustment is 
negative rather then positive. The whole proceeding, like other 
evolutionary processes, may work toward regression quite as steadily 
as toward progress if the surrounding circumstances be such as 
to head the course in that direction. If through ignorance of true 
conditions or immobility, from whatever cause it comes, or institu- 
tional handicaps, individuals are led or forced to accept an unsat- 
isfactory income position and standard of living no amount of 
empirical tinkering can materially ameliorate their lot. The 
economic law operates to establish a balance as readily upon the 
level of peasant or coolie farming as upon the higher plane which we 
are endeavoring to establish permanently in America. A balance 
which might be perfect regarded as a mere mechanical phenom- 
enon could yet be utterly disastrous from the standpoint of our 
hopes for a broadly advancing civilization. 

Hence, the present moment is opportune to mobilize the farmers 
of America for the maintenance of a high average standard of income 
and of living. The whole idea of economic adjustment based upon 
competitive equilibrium stands upon a pragmatic footing. The 
rural class must to a large extent work out its own salvation. Unless 
they definitely rally to an American farm standard, higher than that 
of the past and, even more emphatically, higher than that of the 
farm workers of other countries, they are destined to fall victims to 
a campaign of nibbling which will shortly start a cumulative process 
of degradation toward the inferior position habitually reserved for 
the man with the hoe." 

‘Intelligent city people to whom I have talked along the general lines indicated 
in this paper appear to think that one should be utterly confounded by the query, 
“Who are you to talk of rural submergence? Aren’t the farmers of Iowa making 
money out of present food prices? Aren’t they building fine homes, or buying big 
cars, or retiring in middle life ?”” To this I must rejoin, ‘“Yes, lowa farmers have been 
prosperous this year, have enjoyed rising returns during the war, have averaged well 
during a decade, have indeed been climbing up for twenty years.” But the things not 
covered in this blanket admission should also be set forth and not forgotten. 

1. The circumference of the view which I have attempted to reflect is not limited 


by the state lines of Iowa. I have in mind also the hill whites and the black share- 
croppers of Arkansas, the abandoned farms of New York, and the defeated settlers 
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The producer-consumer controversy will never be solved while 
the ratio of exchange between the products of rural and of urban 
labor is disproportionate to the exertion and the skill involved. The 
slogan ‘‘Equal pay for equal work” is coming into vogue among the 
more intelligent group of organized farmers and it is a formula of 
sound economic wisdom for the proximate adjustment of the rela- 
tions between town consumer and farm producer. The great 
movement now under way to accustom the farmer to keeping records 
and employing the recognized aids of the accountant as a means of 
appraising his economic position is a step in the right direction. It 


in several sections of the West. I speak also of the wage hand in all these sections no 
less than the rural proprietor. 

2. Complacency about the present status of rural income is unwarranted if we 
stand upon the threshold of a period in which that condition promises to be altered 
greatly for the worse. I cannot escape the belief (see ‘Will Agricultural Prices Fall ?”’, 
Journal of Political Economy, March, 1920) that the American farmer is confronted 
by conditions which will in the coming generation defeat all his aspirations for the 
maintenance or advancement of the standard of life upon which he has got at last a 
precarious hold, unless effective organization on his part plus an intelligent and gener- 
ous attitude on the part of the non-agricultural public shall be promptly brought 
about. 

3. I cannot share the feeling that present standards of rural life are (even in 
Iowa) too high, nor indeed in most cases high enough. Suppose we drive out along 
some main road in one of the best sections of the corn-belt. We see occasionally an 
attractive, modern residence, possibly of brick or stucco. From the town man or 
woman this almost without fail elicits the bromidic observation, ‘“That’s a pretty 
fine house for a farmer.”” An avenue of better houses in the city would be accepted as 
the norm for small tradesmen or professional men, and the really well-to-do would 
grade up from that level to the palaces of upper Fifth Avenue. Yet where is the cate- 
gorical imperative that says that farm producers must be cabin dwellers or denizens 
of barren cottages? The public opinion of the United States should not be allowed to 
acquiesce in the point of view concerning agriculture to which Englishmen (and Conti- 
nentals too) have blunted their sense of social righteousness. We are told, for instance, 
that “‘a great society, whose members are weil qualified to form conclusions on this 
point, has expressed the opinion that in normal times it is unlikely that farmers will 
be able to pay a rate of wages to their iabourers high enough to allow the latter to 
offer a commercial rent for a cottage” (C. S. Orwin, The Determination of Farming 
Costs, p. 119). 

Neither must the employing farmer allow himself to fall into the notion that 
farming cannot pay the competitive wage that will attract not alone the necessary 
quantity but especially the needed quality of labor. The way in which farmers have 
this year escaped a threatened labor shortage by paying “‘city wages”’ of five to seven 
dollars for a ten-hour day is a good object lesson to the man who looks ahead and 
not behind. 
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bids fair to be followed rapidly by a class-conscious demand that 
unless these labor and capital outlays are as well rewarded in agri- 
culture as in other employments they will be withdrawn and directed 
elsewhere. ‘This would be another step in the direction of a con- 
structive and permanent adjustment of our inter-occupational rela- 
tionships. Unless the farmer himself sees to it that we equate our 
urban and industrial life against a relatively small but intelligent, 
well-trained, and amply equipped class of farm producers, it will 
inevitably gravitate toward a large class of ignorant, inefficient, 
and ill-equipped yokels. Such a course, threatens both the political 
safety of a country’ and the future efficiency upon which the cultural 
progress of its urban life or indeed the total civilization must depend. 
It may become tragically true that in proportion to the value of their 
labor this low-grade rural class is being paid as well as any other. 
But sooner or later the civilization which allows the basal industry 
of its economic structure to produce such a race of votaries is 
destined to find its further progress impeded by the inefficient 
character of its fundamental labor group. This question of efficiency 
introduces us to the ultimate issues in whatever permanent adjust- 
ment may be looked for. 


VI. THE ULTIMATE BASES OF HARMONY 


The ultimate adjustment of this fundamental antagonism will 
not be brought about merely by giving to farmers wages and living 
conditions equivalent to town rates and standards, regardless of the 
curtailment of the urban-centered culture which may thereby result; 
nor by giving them proportional representation in all the agencies of 
social control, regardless of how wisely and generously or howstupidly 


? Lothrop Stoddard’s suggestive book, The Rising Tide of Color, seems peculiariy 
pertinent to our problem. If white civilization withdraws into the cultural life of 
towns and leaves its agricultural production to be carried on meanly and cheaply 
by cheap and mean men, farming is likely to repel the men and women of the white 
race and become the residual province of Asiatics, Africans, and half-breed red men. 
The occupational distribution of the negro, Mexican, and Japanese elements in our 
population is already significant and there have been many who clamor to have the 
present agricultural labor shortage relieved by the repeal of Asiatic exclusion laws or 
conventions. The relatively high fecundity of rural populations makes it a matter 
of simple arithmetic to show the dominant character of any influence which becomes 
influential in the agricultural group. 
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and selfishly this power may be exercised. It will be in the way 
of establishing adjustments of ultimate harmony only when all par- 
ties to the controversy recognize that what we allude to so glibly as 
the ‘““H.C.L.” is no mere monetary disturbance of changing price 
levels nor a mere personal wrangle over wages as between John 
Smith on the farm and John Smith in the factory; but that it is in 
fact the very comprehensive issue as to how effectively our national 
and world resources, both natural and human, shall be marshaled 
for the production of the raw materials of existence and of how 
effectively these primary goods shall be applied toward the produc- 
tion of a good life for all. The town consumer insists rightly that 
the rural producer shall keep his producing system up to a level 
of technical and business efficiency commensurate with the highest 
standards of modern natural and social science. The rural producer 
reciprocally demands that town users of this maximum out-turn of 
goodsbe imbued with the highest ideals of “productive consumption” 
that the bread cast upon the waters by the farmer may return to 
him in an enlarging endowment for his better education, his more 
complete equipment, his more effective inspiration, thus enlarging 
his product and lowering its cost to the city population, which shall 
be thus enabled to perform yet larger feats for the advancement 
of the common social life. 

What we stand most in danger of and what would put the 
producer-consumer controversy into yet more acute stages of dis- 
agreement is the tendency for the matter to degenerate into a pot- 
and-kettle dialogue in which the town calls the country slow and 
stupid and the country charges the town with greed, extravagance, 
and laziness, the trend of conduct meanwhile being toward competi- 
tive slowing down of effort and deliberate sabotage. As indicated 
earlier in this paper, the farmer is extremely critical of the restric- 
tionist policies of union labor and hardly less so of capital when he 
suspects it of adopting similar tactics of war by starvation. Not 
a few farm leaders are preaching the desperate counsel of agricultural 
curtailment on any scale set by urban capital and labor—by 
“starving city folks into recognition of the farmer’s rights.”” Such 
is the fatal contagion of dog-in-the-manger policies of economic 
action. 
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As against this, two tendencies toward solution of our problem 
seem already discernible; one running in the direction of a greater 
integration of our economic life whereby the interests of consider- 
able groups of both producers and consumers become pooled, and 
the other in the reaction from the now almost intolerable tension 
between these factions and toward a rapprochement upon bases of 
economic sanity and toleration. 

Let us look at the first of these possibilities. There was no 
producer-consumer controversy in early society organized on patri- 
archal or feudal patterns. The individual’s productive contribu- 
tion and his consumptive reward were both regulated under rules of 
status. When, in the interest of greater energy and efficiency, the 
modern system of free enterprise and contractual relationships 
evolved, our society became departmentalized horizontally into a 
functionally specialized series of economic activities which may 
roughly be called productive, primary marketing, processing, and 
final marketing. Between each two of these economic zones a fron- 
tier of sometimes friendly but often hostile intercourse developed. 
Comparatively early in certain lines of industry these difficulties 
were compounded by merging the successive processes into one 
integrated industry. Notable examples of this movement are the 
United States Steel Corporation and the Standard Oil Company. 
They, or even the lesser specimens after their kind, may seem much 
too ambitious to have an even inferential bearing on the food and 
clothing problem. But as a matter of fact a quite analogous move- 
ment has already taken place in agricultural lines. Dairy dis- 
tributing and manufacturing companies have acquired and are 
operating their own milk-producing farms instead of fighting with 
the farmer over milk prices, supply, and quality. Canning 
companies have become producers of their own agricultural raw 
materials, and a great tire and rubber company grows cotton for its 
cord and fabric supply. Hotels, chain lunch-rooms, and fruit and 
vegetable distributing companies have moved in the same direction, 
and the writer is convinced that there are many others of which 
he has never heard. 

It is obvious, to be sure, that such identification of producers’ 
and consumers’ interest as occurs in such instances involves only 
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the intermediate or productive user, not the final consumer of the 
farmer’s product. It is true further, however, that constructive 
action for the protecting of the final consumer along similar lines 
isinevidence. The British co-operative consumers have integrated 
their supply system along lines similar to those indicated above, 
and here and there large employers of capital have come to the 
point of realizing that the problem of their labor supply may be 
approached through activities designed to lower living costs as 
effectively as through raising wages. In a few cases they have even 
gone into the production of food supplies. It seems highly improb- 
able that there will be any extended movement in this direction, 
not so much because this does not offer an avenue of escape as 
because there appear to be other lines of less resistance. 

Thus far we have traced a process of integration downward or 
backward from the consumer amid his city institutions. But a 
similar movement is working upward or forward from the farm 
producer seeking to merge adjacent economic processes into the 
organization under his own control. The California Fruit Growers’ 
Exchange is a familiar illustration of large-scale co-operative enter- 
prise which extends nearly, though not quite, to the final consumer. 
Local groups have achieved personal deliverance from the general 
difficulty by co-operative flour mills or the direct selling of farmers’ 
creamery or egg-circle products. In several cases milk producers 
have taken over the city distribution of their product and, even 
in a city as large as Grand Rapids, appear to have established the 
business on a permanent and successful basis. 

It can by no means be said to be clear how far this movement 
can or will be carried, particularly in the case of the great staples 
where distribution is very wide, the processing concerns enormously 
large and their control concentrated, and the raw product produced 
under complex systems of general farming. In many sections 
the farmers feel that the interest of both themselves and the con- 
sumer demands that they get control of the milling and packing 
industries out of the hands of their present owners. In North 
Dakota, despairing of.salvation by any other means, they have 
adopted the dangerous doctrine of direct action through state 
elevators, mills, packing houses, and banks. 
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This and such conclaves as the All-American Farmer-Laborer 
Conference held in Chicago last February, with its roseate plans 
for the funding of our whole economic life under so-called ‘“‘co- 
operative” auspices, may doubtless be set down as the antics of 
the “lunatic fringe”’ of an industrial society whose essential patterns 
promise nevertheless to maintain themselves recognizably intact 
for some time to come. Even at that, however, this industrial 
society is plastic and gives evidence of being today on the eve of a 
mutation in which the slowly accumulating tendencies of a long 
period of apparently fruitless experimental variation may set it 
measurably forward toward a better adjustment of structure and 
function to the needs of our modern economic environment. It 
seems high time that the industrialization movement which has pro- 
gressed so far in other lines of economic endeavor should be brought 
to a corresponding stage of development in agriculture." I have 
attempted to show how this might proceed from either agricultural 
or urban sources. Possibly the large opportunities in foreign 
lands which our industriai and financial interests foresee just now 
may check any considerable movement from that quarter. The 
war period has put the rural class, both in point of funds and of 
organization, in a stronger position than ever before to move 
forward along the lines indicated. Unluckily the funds seem to 
go too largely toward the advancing of land values and the purchase 
of blue sky. It remains to be seen whether the force of organiza- 
tion shall be directed toward economically and socially sound 
and effective measures or in conducting a partisan fight along the 
lines of selfish and immediate class interest. 


1 Of course no one who has any understanding of the nature of the agricultural 
process will suppose that this expression is intended to imply factory methods of 
operation or trust methods of control in the business of farming. But it does mean 
functional specialization of labor and a type of group organization which permits of 
large-scale administration of the problems of technical equipment and of commercial 
and financial organization. 

?If one may venture an analogy, this process of integration might be likened to 
the coalescence of local political units into nationalistic states, such as has been taking 
place during the last few centuries. Within limits we may rely upon enlightened 
self-interests and a rough balance of power between them to preserve the public peace 
and permit the world to make social progress. However, at times one or another breaks 
over into war and the whole system is threatened. Hence the irrepressible demand 
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In the last analysis it comes back to the question of the real 
understanding on the part of both city and country people—leaders 
and rank and file—of the sort of mutually dependent industrial 
structure within which they are functioning,’ and of the energy 
and efficiency with which each labors in his part of the field. The 
present transitional position of American economic life reveals the 
need of making wise provision now for the maintaining of our 
farming class on a self-perpetuating basis of efficient work and sat- 
isfying life, else production will fail and our civilization will be a 
house divided against itself, one-half parasitic urban culture the 
other half exploited and primitive rural life. The town must earn 
and pay its way; the country must offer a field for capital and 


for some superior regulating agency. Likewise in the industrial field the sort of large- 
scale organization here dicussed would wipe out internal frontiers of strife and maintain 
peace along the external boundaries so long as leadership was broad and tolerant. 
But when live-and-let-live doctrines fall (as they inevitably would at times) before 
strong interests lustful for domination, some outside regulative agency would be the 
only alternative to economic war. The sort of regulatory agency required and the 
possibility of securing it are left to the reader’s speculation. 

Considerable interest for our problem attaches to the parallel movement which 
appears to be under way in the railroad field. The brotherhoods have recently opened 
their own bank in Cleveland. The monthly letter of the National City Bank of New 
York in commenting on this development (and also a propos an Italian steamship 
company owned by officers and men of the Italian mercantile marine) makes some 
interesting suggestions upon the probable attitude of the organization toward the 
question of the integrity of and income upon capital when, in the natural course of 
events, this bank becomes possessed of some millions of dollars’ worth of such securities. 
Mr. Roberts goes farther to suggest that if the railway workers were to save fifty 
dollars each per year out of the new wage which has been granted them they could 
acquire by due process the ownership of ‘the New York Central Railroad system in 
the first year, of the Baltimore and Ohio and Erie systems in less than a year and of 
all the systems running from Chicago to the Atlantic coast within five years at the 
present market prices of the stocks.”’ In view of the trend of events since the Adarnson 
law episode, could we expect the rate policy to be more or less lenient toward the public 
than under the present capital control ? 

‘I have quite sufficiently set forth my views on the needs of agriculture and its 
obligations to the town, both in the earlier part of this paper and elsewhere (see ‘““The 
Place of Agriculture in Modern Industrial Society,’ Journal of Political Economy, 
June-July, to1g). It is iamentably true that certain urban interests seem blind to 
this situation and that some farm leaders seem disposed to emulate the program of 
force which has become a blot upon the record of organized labor. The integration 
movement which I have here sketched would by no means contribute to the real solving 
of our problem if the consolidated agency set up under rural auspices used its powers 
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for exceptional labor, and surround its people with wholesome and 
inspiriting conditions of life. 

It is perfectly plain that in the turn of popular interest toward 
the country in recent years there has been a recognition on the 
part of city folk, bankers, railway officials, merchants, and manufac- 
turers that for their own welfare or even safety the farmer must be 
speeded up. His steadily increasing efficiency is one of the founda- 
tion pillars upon which a genuine solution of our problem must rest. 
But the town cannot demand of him efficiency in the sense of a 
modern scientific, mechanical, and commercial agriculture unless 
his income and social position are of the sort from which efficient 
human life is produced. It is pretty generally understood that 
killing the fabled goose abruptly terminated the supply of golden 
eggs. But one sometimes suspects that the city mind does not 
really apprehend that even the goose that produces the common or 
commercial variety of eggs must have an adequate ration if a 
prolific and permanent supply is to be assured. 

We cannot force the farmer to a low estate and at the same time 
expect him to perform on a high plane. Nor can we demand high 
performance of him and yet impede it by lowering the quality or 
enhancing the price of the agencies, commercial, financial, transpor- 
tation, or industrial in conjunction with which he must work. We 
cannot assert the vested right of bankers, or merchants, or manu- 
facturers to any profit-perpetuating position in which they happen 
to be intrenched, and yet expect the farmer to produce efficiently 
and economically. 


purely in its own immediate interest by making the consumer pay through the nose, 
or if the town-sprung system labored in the consumer’s interest to reduce costs by 
using its efficiency of organization to depress the economic position of its workers—the 
bulk of our rural population. Having recently had considerable opportunity to get 
an intimate view of the attitude of many of the leaders of organized farming, I am 
optimistic on the former score, and, if suitable means for keeping the issues in the light 
of public attention are kept active, one could feel tolerably safe on the second. 

One of the greatest benefits of the integration tendency alluded to above would 
be that, besides the spur to efficiency due to the real or potential invasion by outside 
agencies, some participation in non-agricultural business by farmer groups and some 
practical contact with farming by city interests is bound to beget a better understand- 
ing and a more sympathetic attitude on the part of each for the needs and the accom- 
plishments of the other. 
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Likewise, the farmer must get a correct perception of the needs 
and of the actual achievements of the city. He must realize that, 
besides their triumphs in the way of mechanical and commercial 
efficiency, the people of the town have met some of their most 
serious social economic difficulties with courage and skill. For 
example, the city has adjusted itself to the gradual dissolution of 
woman’s household task by reorganizing her labor power quite 
fully outside the home. The effectiveness with which such labor is 
used and the promptness with which its employment has been safe- 
guarded, while not perfect, have been yet a creditable performance 
and the future outlook is yet brighter. At the same time woman’s 
labor on the farm is, in prosperous sections, being relieved of its 
former almost intolerable drudgery, and town and country are 
approaching an equality of profitable employment and suitable 
leisure. Likewise there has been considerable abatement of the 
crimes of predatory capitalism under which the railways were the 
football of the stock-jobber and the great industrials were the pro- 
moter’s private oyster. There is much yet to be done, however, 
along the line of purging away the blue-sky salesman and the real 
estate operators who pump up the market prices of agricultural 
land,' and like unworthy excrescences of our present system. The 
splendid work which some parts of the banking group have rendered 
to the agricultural industry has made their banks real service 
institutions to the farmer, but this needs to be made more uniform 
and comprehensive. 

Lastly, as already indicated earlier in this paper, perhaps the 
greatest reversal of attitude needed to put our problem in the way 
of solution or at least on the road to better conditions instead of 
worse is that the masses of wage labor shall be induced to throw 
themselves whole-heartedly into a program of full production. As 
a writer in this Journal so admirably put it: 

The time has come when labor should actively turn its attention toward 
problems of production and set its shoulder firmly to the task of building up an 


* A process which, acting first unfavorably upon the farmer, reacts disastrously 
upon the town in the form of higher computed costs of farm production, agrarian dis- 
content, and stifled enterprise, hence further irritation and loss. 
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industrial structure dedicated and designed expressly for output and inspirited 
in such a fashion as to be from top to bottom a force for genuine efficiency." 


Only with the industrialization of agriculture? in the interest 
of greater economic efficiency, with the passing of capitalistic 
privilege and the coming of a more thoroughgoing economic 
democracy, with the dedication of labor to the ideal of maximum 
production from a reasonable working period, shall we have the com- 
ponent parts of our society joined in the united effort to convert the 
joint product of our common toil into the best life for all. Then 
city culture will become the splendid flower of our civilization, 
growing out of the fertile soil of an amply enriched country life 
and furnishing not the meatless bone of everlasting class contention 
but instead a steadily enlarging and advancing standard of life 


for all our people. 
E. G. NouRSsE 


Towa STATE COLLEGE 


*H. B. Drury, “The Causes of and Antidote for Industrial Unrest,” Journal of 
Political Economy (March, 1920), p. 219. 

It is encouraging that the American Federationist (March, 1920), was willing to 
give Mr. Drury space in its pages to expound his doctrine, but it is to be feared that the 
view for which he makes such a splendid appeal is as yet a long way from acceptance 
by the labor rank and file. Without being unmindful of the wrongs from which wage 
labor has suffered in the past and certain undoubted difficulties of its present position, 
it must yet be obvious that we cannot find our way out of even these difficulties by 
having each group curtail its services to the point of putting it in a strong bargaining 
position with reference to all the others. That way lies a prompt drying up of the 
very sources of our economic life. The greatest danger with which our country has 
been faced in many a day has recently appeared in the tendency of farm workers to 
turn toward the restrictionist policies which industrial labor has taught them. Instead 
of such a competitive slowing down we must bring all departments of our productive 
life up to the level of the most efficient and industrious. Fortunately the leading 
officials of organized farmers have repudiated anything savoring of wilful curtailment 
of production on the part of their membership and instead are calling upon other groups 
to join them in an expansionist campaign. 


2See n. 1, p. 653. 








INTERNATIONAL PRIVATE AGREEMENTS IN THE 
FORM OF CARTELS, SYNDICATES, AND 
OTHER COMBINATIONS 


Monopolistic agreements and combinations no longer halt at 
the frontiers of nations. With the internationalization of capital 
they have begun to reach out to all parts of the world, and to 
spin their network of threads from country to country. The decade 
preceding the world-war was characterized by the growth of inter- 
national private commercial agreements, commonly known as inter- 
national cartels. 

Agreements or understandings between individuals and asso- 
ciations or combinations in two or more foreign countries have 
not been as rare in the combination and trust movement as is gener- 
ally supposed to be the case. But the great number of divergent 
factors which interplay in world-trade, including shifting political 
conditions, endanger the stability of agreements and combinations of 
this kind, and have in the past been the cause of frequent changes in 
organization and of numerous dissolutions. International agree- 
ments have proved successful only when the domestic industries in 
the different member countries had been organized previously. 
Strong domestic competition and the presence of powerful outsiders 
at home have rendered futile the coming together of a few concerns, 
that were unable to control their own domestic market, with foreign 
concerns in the form of an international agreement. For the reason 
that many international cartels were short-lived, but chiefly because 
in certain countries they were unlawiul, a considerable degree of 
secrecy has surrounded them. This explains why our economic 
literature offers but meager information on this subject. Then 
too international cartels have been formed in larger numbers only 
since the beginning of the twentieth century. 

For a number of reasons special significance attaches to a study 
of these international combinations. In the first place, from the 
viewpoint of the theory of cartels, the pure cartel concepts find a 
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clearer expression in international than in national cartels, because 
the latter are more susceptible to the contingencies of legislation, 
local conditions, etc. Moreover, a consideration of the formation of 
international cartels, of the forces which produce them, their fre- 
quency, operation, and effects, has an important bearing on the ques- 
tion of the relation between cartels and protective tariffs. Finally, 
the economic changes brought about by the world-war, among them 
intensified nationalism, internationalized capitalism, expansion of 
domestic ‘ndustry and commerce in the form of ‘‘war industries” 
and new competitive industries and the promotion of foreign trade, 
lend an added interest to our problem. 

Prior to the war there were known to be one hundred and four- 
teen international cartels in existence,’ distributed among the differ- 
ent industries as follows: Transportation, eighteen; coal, ores, 
metals, twenty-six; stones and earths, six; electrical industry, 
five; chemical and allied industries, nineteen; textiles, fifteen; 
stoneware and porcelain, eight; paper, seven; and miscellaneous, 
ten. In upward of a dozen of these private commercial alliances, 
American interests were parties to the agreements, some of which 
formed a network extending over the whole world. 

The primary pupose underlying most of them was the preserva- 
tion of an undisputed internal market. To this end a delimitation 
or division of sales territory was agreed upon. Regulation of prices 
was another important purpose, and in a number of instances price 
cutting and underselling was successully suppressed. The majority 
of international cartels formed in Europe were organized for regulat- 
ing prices, credit terms, packing regulations, and selling practices 
generally. In other cases an exchange of patents or of technical 
processes was agreed upon, while still others provided for elimina- 
tion of unprofitable lines of manufactures and restriction to certain 
standard sizes, grades, qualities, etc. The shutting down of cer- 
tain inefficient plants, merging of others, and centering manufacture 
of special lines of goods in selected plants constituted further 
results of concerted action along international lines. Finally, 
curtailment of overproduction and joint purchase of raw materials 
or of supplies formed the basis of such commercial ententes. 


*B Harms, Probleme der Weltwirtschaft (1912), pp. 250 ff. 
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The conditions which make possible and give rise to international 
cartels depend on a number of factors. Of primary importance 
are the presence of international competition and the possibility 
of controlling the same. These occur most freely in the sphere of 
transportation and especially in ocean shipping. From the state- 
ment given above it will be seen that the largest number of interna- 
tional cartels are related to transportation. 

Industries located close to foreign territory and whose products 
are bulky and of comparatively small value are more likely to suffer 
at the hands of foreign competitors located near by than from domes- 
tic competitors far away. A situation of this kind led to the for- 
mation of a number of international cement cartels. 

It sometimes happens that an industry producing a specialty 
becomes localized near the boundary of two or more countries on 
account of the presence of water power, the proximity of raw mate- 
rials or for some other reason. Within a limited geographical area 
manufacturing concerns of different nationalities grow up as com- 
petitors. Under such circumstances those who control the plants 
are constantly brought personally into contact with one another in 
business and social life. A certain community of interest is likely 
to develop which readily leads to some scheme of co-operation to 
prevent a competition that impoverishes all concerned. Several 
combinations comprising French and Belgian, French and Swiss, 
German, Austrian, and Swiss concerns were formed as a result of 
such industrial localization. 

A similar raison d’étre is given in the case of combinations 
which are representative of a certain industry in individual countries. 
Thus international agreements as to prices, credit terms, styles, etc., 
have been made which link together manufacturers of certain lines 
of textiles, silks, plushes, etc. 

Experience has shown that international co-operation is readily 
accomplished in industries where production rests upon a monopoly 
of raw material, of patents, or of process of manufacture. Numerous 
international cartels have been formed on the basis of such monopoly 
rights in the chemical, electro-technical, metal, petroleum, and 
other industries. Considerable secrecy surrounds particular agree- 
ments which provide for the suppression or the non-working of 
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patents, and much criticism has been leveled at that practice. One 
of the largest international cartels, the International Federation of 
Bottle Factories, which was organized on November 15, 1907, had 
for its chief object the joint use of the so-called Owens patents. 

Not a few international agreements cover the export trade of 
their respective members. Cartels of this kind usually apportion 
spheres of interest and seek to suppress competition among their 
members in foreign markets. The highest development of this type 
of international cartels consists in the operation of a central export 
office which serves as a joint selling agency. Individual members 
are not permitted to sell directly to foreign customers, but are 
required to market their export sales exclusively through the export 
office. Insome cases a separate company or corporation was formed 
for this purpose. Generally, however, the export office was affiliated 
with some large member concern. Thus a London concern served 
as selling agent for the International Lead Cartel. 

Over against combinations of producers there are also interna- 
tional buyers’ combines. Their number had increased from year to 
year prior to the world-war. The economies of joint purchase of 
raw materials and semi-manufactured goods are of particular impor- 
tance where their source of supply is limited to some over-sea 
country and where manipulations by middlemen may give rise to 
sharp price fluctuations. The International Borax Cartel, for 
example, operated a central purchasing office in London, the Borax 
Consolidated Company, Ltd., through which all the members were 
under contract to purchase their supplies of raw materials. Other 
international buyers’ cartels operated at one time or another in 
the leather and rubber industries. 

In the following brief mention is made of some of the most 
typical examples of international combinations, chiefly those where 
American interests were parties to the agreements. American 
concerns participated for a longer or shorter period in international 
agreements covering the following industries: steel, tobacco, alu- 
minum, powder, sulphur, petroleum, borax, shipping, and several 
others. 

An international association of railmakers was formed in 1884 
by Pritish, German, and Belgian manufacturers who engaged in 
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export trade at that time. The object of the international agree- 
ment was to divide all export orders for steel rails, each national 
group undertaking not to quote terms on products to be used in the 
countries of the other groups. The combination was dissolved in 
1886, but later a new agreement was made to which also French, 
Italian, Spanish, and Russian interests became parties. It was 
renewed the last time in 1912 for a period of three years, the total 
quantity of rails to be exported being allotted as follows: British 
producers, 33.63 per cent; Americans, 23.13 per cent; Germans, 
23.13 percent; Belgians, 11.11 per cent; and French, g per cent. 

The Atlantic Conference, better known as the North Atlantic 
Shipping Pool, formed in 1908, constituted one of the most compre- 
hensive monopolistic agreements of an international scope. The 
combination embraced British, American, Belgian, Canadian, 
German, Dutch, and Russian lines, and regulated the steerage 
traffic between European ports and the United States and Canada. 

The International Tobacco Agreement, made in 1902, linked up 
leading American and British tobacco interests, who after a bitter 
struggle finally joined hands for a division of business between 
themselves throughout the entire world. 

In 1897 the American manufacturers of explosives and the Ger- 
man and British powder syndicates organized the so-called Inter- 
national Powder Trust. The different world-markets were divided 
up and an understanding was reached regarding basic selling prices. 
It is worth recalling that this combine also maintained a “‘com- 
mon syndicate fund” for protecting the common interests against 
outsiders. 

A somewhat similar combine was formed in 1906 between Italian 
and American sulphur interests. 

The most conspicuous cases of international combines resting on 
the interchange of patents were the International Aluminum Syn- 
dicate and the International Glass Bottle Association. French, 
British, Swiss, and American aluminum manufacturers organized 
the former combine in rgot for joint working of the Héroult patents. 
At the same time a division of territory and price agreements were 
arranged. Anew agreement made in 1908 between the European in- 
terests and the Northern Aluminum Company, Ltd., was dissolved 
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in 1912 following prosecution under the Sherman Act. The Inter- 
national Glass Bottle Association, organized in 1907, was formed 
principally for the purpose of buying up the Owens patent rights. 
The successful effectuation of the scheme was an epochal achieve- 
ment in the history of the glass industry. By acquiring the right 
to work the patents on the Owens machine, an automatic bottle- 
making apparatus, the Association succeeded in making the transi- 
tion from the old glass-blowing to the machine stage of production 
fraught with less hardship to employers as well as employed than 
might otherwise have resulted. This is a case of international 
co-operation among private parties which made possible a great 
forward step in industrial progress without noticeably disturbing 
labor conditions or the financial status of hundreds of small manu- 
facturing plants in Belgium, Scandinavia, Germany, England, 
Austria, and France. 

That the combine also engaged in less commendable activities 
was revealed recently by Sir Leo Chiozza Money in a communica- 
tion to The Observer, under date of March 7, 1920, as follows: 

Before the war there was a British bottle combine consisting of the chief 
firms in the trade, which had a working arrangement with the continental 
bottle combine. Between them they regulated output and maintained prices 
in spite of improvements in machinery. Great pressure was put upon inde- 
pendent firms to force them into the combination. One of the free firms wrote 
to me in 1910 that “the combine has several times approached the outside 
firms with the idea of persuading them to join, and owing to their refusal has 
twice reduced prices, to compel them to either lose money, shut down, or join 
the combine.” The continental arrangement was ended by the war, but it 
is only one example of many that could be given to show how the trust can 
reach across political boundary lines and rise superior to such trifles as fiscal 
policy. When arrangements are made between trusts in countries A, B, and C, 
to delimit competitive boundaries and to settle at what prices goods shall be 
sold in each country, the political boundary line ceases to be a bar to monopo- 
listic operations. In this, as in other matters, however, combines probably 
build greater than they know. Just as in its domestic aspect the combine 
functions to consolidate industries and to shape them into forms capable of 
further development, so international trust operations may in the long run 
help us to wider ideas of world commerce. 


One of the economic effects of the world-war has been the dis- 
ruption of most of the international cartels and agreements in which 
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German interests were represented, or at least the elimination of 
German participation. Legislation prohibiting trading with the 
enemy, the placing of certain trading activities under a system of 
licenses, amendments to company laws providing for a stricter 
control of stockholders, elimination of stock ownership in domestic 
companies by foreigners, and similar measures have made the con- 
tinuation of most of the former private international commercial 
alliances impossible. 

On the other hand, a number of new alignments have been effec- 
ted during the war, and some older ones have been changed. Among 
the latter is the International Quinine Agreement, which prior to the 
war was based upon a division of territory among American, British, 
Dutch, French, and German companies. The original agreement 
specified that American and French manufacturers should keep out 
of Great Britain, while the British Company should in turn not 
attempt to do business in France and the United States. Under the 
new agreement the British quinine interests have greatly extended 
their sphere of influence among the growers of cinchona bark in 
Java and in the sales markets in other parts of the world. 

Java furnishes approximately 95 per cent of the total world- 
production of cinchona bark. The agreement made in July 15, 
1918, between the growers in Java and European manufacturers 
controls the bulk of the cinchona production of Java and therefore 
virtually amounts to a world-monopoly. The central office of the 
syndicate, known as the “Kina,” is located at Amsterdam. The 
profits in the quinine business may be gauged by the fact that in 
1918-19 the Bandoeng Quinine Works in Java, one of the parti- 
cipating concerns, distributed dividends amounting to 1,000 per cent. 

Another strong combination with international ramifications 
which recently effected far-reaching changes in its organization is 
the Bradford Dyers’ Association, Ltd., of England. The business 
of this association is that of dyeing on commission the products of 
those textile industries of which Bradford is the center. The 
chairman of the Association stated in his annual address on Feb- 
ruary 27 of this year that while the association had “sold its works 
in Kingersheim, Alsace, to a great organization which controls an 
overwhelmingly large percentage of the bleaching and dyeing works 
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in France . . . . we shall continue, as in the past, to give mutual 
aid to each other by the exchange of information of various kinds.” 
The chairman reported also that the business at Bradford, Rhode 
Island, had been turned into an American company in which the 
British concern would in the future be interested as a stock- 
holder only. 

A new international agreement’ became known recently in con- 
nection with a suit for breach of contract filed in the United States 
District Court at Boston on May 7, 1919, by E. Levinstein against 
E. I. du Pont de Nemours & Company. The agreement in question 
is alleged to have been made in 1916 between E. I. du Pont de 
Nemours & Company., of Wilmington, Delaware, and Levinstein, 
Ltd., of Manchester, England. It provides for an exchange of infor- 
mation regarding patented or secret processes and the apparatus, 
machinery, and plant necessary for the manufacture of dyes, inter- 
mediates, and raw materials. Under the terms of this agreement 
Levinstein shall have exclusive rights for the use, manufacture, and 
sale under its own and the Du Pont Company’s patents and secret 
processes throughout Great Britain, Ireland, India, and all British 
Possessions, Colonies, and Dependencies (except Canada), France, 
Italy, Spain, Belgium, Holland, Portugal, Switzerland, Denmark, 
Norway, and Sweden, and non-exclusive rights throughout Canada 
and all other countries except those for which the Du Pont Company 
is to have exclusive rights. The Du Pont Company’s territory 
shall be the United States of America and all its possessions present 
and future, Mexico and Central and South America, and it shall 
have non-exclusive rights throughout all other countries except those 
restricted to Levinstein’s. ‘The agreement further provides for a 
subsequent meeting for arranging selling facilities in Japan and 
China, if possible in the form of a joint selling company. Other 
provisions of the agreement relate to payments by the Du Pont 
concern to Levinstein’s in connection with the manufacture of 
synthetic indigo and to royalties. 

We alluded above to the North Atlantic Shipping Pool. Numer- 
ous other agreements as to rates, rebates, exclusive territories, and 
various other elements of competition were in operation for longer 


* Congressional Record, May 8, 1920, pp. 7238 ff. 
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or shorter periods among ocean-shipping concerns of different coun- 
tries prior to the war. Apparently the return to peace-time condi- 
tions has given a new impetus to this combination movement. Not 
long ago the formation of an agreement adopted by the steamship 
lines operating in the United Kingdom trade was announced. This 
news was followed closely by reports indicating the formation of a 
South American shipping conference.’ 

What appears to be a new field for international private agree- 
ments has been opened up by the progress made in wireless teleg- 
raphy. ‘The important political aspects which might result from 
a monopolistic control of radio communication by private parties 
may ultimately lead to some form of supervision by the world- 
powers. As it is, initial efforts appear to have been set on foot 
for centralizing control of this important instrument of inter- 
national communication in the hands of an international group 
of private interests. 

The possibility of a further addition to the list of new interna- 
tional combinations is mentioned in a recent report issued by the 
British Board of Trade, a summary of which is given in the London 
Times of March 20, 1920. That report states that there is in the 
British electric-lamp industry a trade combination, the Electric 
Manufacturers’ Association, which includes from go to 95 per 
cent of the industry, controls factors and retailers, fixes prices at 
all stages, and regulates output. The report goes on to say that 
the prices fixed by the Association become the standard prices 
for all lamps sold in Great Britain whether made by associa- 
tion or non-association manufacturers or imported from abroad. 
The Association is said to have been created primarily in the inter- 
ests of three firms, the British Thompson-Houston Company, 
the General Electric Company, and Messrs. Siemens Brothers. It 
is also said that there is some danger of the interests of the British 
lamp industry being subordinated to American interests, since the 
largest of the three dominant firms in the Association is under 
control of an American electrical concern. The report says: 

There is a strong possibility of an international trade combination, embra- 
cing the leading manufacturers of America, Holland, and Great Britain. The 


*London Times, May 1, 1920. 
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General Electric Company of America have a majority holding in the British 
Thompson-Houston Company, Ltd., in England, and have recently joined 
interests with Phillips Glow Lamp Works, Ltd., a very important lamp manufac- 
turing concern in Holland. Recently, Phillips of Holland acquired about 
one-eighth of the Edison-Swan Electric Co., Ltd. (in England) shares, and 
two Phillips directors have joined the Ediswan board. Such an international 
“community of interests” might be able to dominate the world’s lamp market, 
fix prices, regulate outputs, and allocate markets. There is already an arrange- 
ment between America and England whereby the respective markets are 
allocated, and British manufacturers are prevented from exporting to U.S.A., 
Mexico, and Japan. Moreover, the British associated manufacturers control, 
through the General Electric Company of America, the best American glass 
bulbs, and have prevented non-associated manufacturers from obtaining 
supplies of that particular bulb. 


As stated above many, if not most, of the international organi- 
zations of producers have been terminated by the world-war. But 
although the war disrupted the form, it did not destroy the tenden- 
cies which received expression and importance through such inter- 
national agreements. It merely diverted them into other channels. 
There are good reasons to believe that in the not too distant future 
international cartels will assume a much more important rdéle in 
the trade relations among nations than in pre-war days. 

First of all, during the war the combination movement made 
enormous progress in all the leading industrial countries of the world. 
In industries where all former efforts to bring about an effective 
organization had failed, powerful associations have been success- 
fully formed and maintained to check competition and to co-operate 
in the common interest. In many cases pressure was brought to 
bear by government authorities to bring about solidarity and 
concerted action within an industry for the elimination of waste 
products for attaining greater efficiency through standardization, 
uniform accounting systems, etc., but chiefly in order to afford the 
government an opportunity to exercise its influence on prices from 
within a given industry. 

In the past, international organization was conditioned largely 
on national organization. International combines represented but 
a more advanced step in the evolution of cartels. Many interna- 
tional cartels grew out of national cartels. With old and new 
combinations occupying a much stronger position within their home 
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markets than ever before as a result of the war, it seems that more 
prerequisites exist at the present time for the formation of inter- 
national agreements. The latter are the logical result of the former. 

Another factor tending in the same direction is the large debts 
incurred by the nations of the world during the war and subse- 
quently. To meet these heavy obligations each country will be 
obliged, as a matter of national policy, to foster its domestic indus- 
tries and to promote home production by all means within its 
power. It is but natural that a policy of that kind would involve 
the exclusion of competing goods of foreign origin. This does not 
necessarily have to be accomplished by tariff legislation and similar 
protective measures on the part of the government. A private 
agreement among organized producers of the various countries in 
a given industry, which would divide up the world’s markets, 
might, celeris paribus, accomplish the same results. It would in 
fact recommend itself because it would be less likely to lead to 
political friction such as might develop out of retaliatory tariffs, 
etc. The preceding Levinstein-du Pont agreement is a recent 
example of a territorial division of this kind. 

There is a third factor to be considered. In the course of the 
war large new competitive industries have grown up, particularly 
in the so-called key industries, in all the leading countries of the 
world. Where prior to the war Germany reigned supreme, in the 
manufacture of dyes, optical glass, incandescent lamp mantles, 
etc., the United States, Great Britain, France, and Japan have 
succeeded in emancipating themselves. In other industries like the 
textile, copra oil, spices, furs, tobacco, etc., fundamental rearrange- 
ments have taken place. For example, in Hull and London the 
manufacture of margarine, fats, and oiis from copra has been estab- 
lished on a permanent and self-supporting basis during the war. 
The manufacture of air nitrates in Germany, the great expansion 
of the textile and the leather-glove industries in the United States, 
the new white-lead industry in Australia, and numerous other in- 
stances may be cited to illustrate our point. Under war pressure 
and with government backing many of these new industries leaped 
into life like Pallas from Zeus’s head—fully equipped and armed. 
In this way competitive conditions have been entirely changed 
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in domestic as well as in over-sea markets. Former purchasers 
and consumers have become producers and sellers. In many 
cases former customers have become competitors of their erstwhile 
suppliers. Besides, some of the large war industries are likely to 
look to foreign markets as an outlet for their surplus production, 
only to find that their competitors are doing the same thing. 

All these factors might lead us to anticipate an era of the keenest 
kind of competition in international trade, in which giants are 
matched against giants, and in which whole nations may become 
embroiled. However, it is not at all unlikely that common business 
sense will prevail, that, rather than engage in destructive economic 
warfare, producers will again meet and seek a modus vivendi for the 
regulation of competition, particularly in neutral markets. Points 
of contact for rapprochements and private commercial ententes will 
readily be found under circumstances where the only alternative 
would be a fight for life and death. Indeed, there are numerous 
indications that plans for reaching an understanding have already 
been under consideration here and abroad in industries which 
extend beyond national boundaries. Last year one of the leading 
organs of the British steel and iron industry in discussing after-the- 
war competition very frankly pointed out the advantages of an 
international cartel agreement between British and American pro- 
ducers of iron and steel. A rumor to the same effect was voiced in 
the American press only the other day. In an editorial headed 
“International Export Agreements in Iron and Steel,” the British 
Tron and Coal Trades Review of February 14, 1919, states that, 
while the other European producing nations have years of reconstruction ahead 
which will absorb their capacity and probably leave them as importers rather 
than exporters, it should not be difficult for the British and the American pro- 
ducers to come to some understanding to enable both countries to live in the 
export markets of the world, and to ensure a distribution of products such as 
will leave a fair margin of profit for the producer. It is a preliminary to such 
an arrangement that the manufacturers of both countries should be satisfied 
with a fair and legitimate share of the trade that is available, and in view of 
the successful arrangements which were carried on for so many years through 
the Railmakers’ Association the hope may be expressed that an extension of 
these principles to other branches of the trade should be possible. The diffi- 
culties, of course, must not be underrated, but this much may be said—that 
political rivalries generally spring from trade rivalries, and if a political entente 
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is possible, why not also a business entente? In these circumstances it is 
satisfactory to hear that pourparlers have already been entered into, and an 
invitation has been sent by the British steel makers asking the Americans to 
send representatives over here in order to discuss matters . . . . The possibili- 
ties and benefits accruing from an international understanding at the moment 
are more obvious then they have ever been It is to be hoped that before 
long iron and steel makers of both countries will get round a table and endeavour 
to discuss matters. 


According to the Drug and Chemical Markets, of May 5, 1920, 
page 837, “The Diamond Match Co., of the United States, has 
proposed an amalgamation of all Japanese companies to control 
the match industry in Japan and China, and a working agreement 
with the Diamond Match Co. regarding supplies, as match wood 
is very scarce in Japan.” 

Last, but not least, international financiers and investors will, 
unless all signs fail, form a very powerful element in favor of inter- 
national combinations in the future. Financial penetration of 
foreign countries has assumed gigantic proportions. Investments 
in foreign commercial and industrial enterprises have become so 
numerous of late as not to attract particular attention any more. 
For example, in Canada in the neighborhood of six hundred branch 
factories have been established during the past two decades, princi- 
pally by American and British manufacturing concerns. Exchange 
conditions in the money market, fallen values of foreign securities, 
temporary financial embarrassment, etc., have made numerous 
large enterprises in foreign countries the victims of commercial 
infiltration by nationals of other countries. We mention only the 
well-known Austrian Skoda works now controlled by French inter- 
ests, the domination of the iodine industry of Chile by the Iodine 
Syndicate of London, influence of Italian interests over the tobacco 
trade of Ecuador, new acquisitions of petroleum resources all over 
the world by the Dutch Shell and the Standard Oil interests, not 
to mention penetration of China by foreign exploitation and devel- 
opment concerns. Why, it is argued, should not the modern captains 
of industry, in harmony with the trend of the times, seek to safe- 


guard their incomes by some such means of co-operation as, for 
instance, a community of interests? Capitalistic self-interest will 
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demand international organization of production and distribution 
as an instrument for strengthening its economic power or vice versa 
as a means of defense. 

A new element, which may play a very important rdle in the 
future in connection with international cartel agreements, is labor. 
A certain degree of uniformity in the methods of production and in 
labor conditions generally is an important prerequisite to the forma- 
tion of certain types of international combinations. Without 
such uniformity, for instance in cost of production, it would be diffi- 
cult if not impossible to reach some understanding as to a common 
price policy. Between plants using efficient and up-to-date methods 
and technically backward plants it will be a difficult matter to 
arrange a joint working agreement. In the past the labor factor 
has been the rock upon which many a national cartel was wrecked, 
and which in other instances made impossible the bringing together 
of combinations of different countries. The establishment of a 
common interest among employers and owners and the necessity 
for them to act together in meeting demands of their combined 
employees has already constituted an important factor in the trust 
movement in Australia. What has happened there may repeat 
itself in the not too distant future on an international scale. The 
great progress made by organized labor in all parts of the world 
during the war, particularly the efforts of the International Labor 
Conference held at Washington, D.C., in 1919, and of the Interna- 
tional Labor Office, is, therefore, not unlikely to facilitate the forma- 
tion of international cartels. 

With all indications to the effect that the problem of interna- 
tional combinations will assume a special degree of importance in 
the future, the legal aspects of the question also merit attention. 
As far as legislation is concerned, nearly all countries have statutory 
provisions of some kind or other which can be applied against com- 
binations of a monopolistic nature. But they are not enforced with 
any degree of uniformity whatever. Under French and Austrian 
laws cartel agreements are non-enforceable. In a case relating to a 
cartel agreement between an Austrian and certain foreign concerns, 
the Austrian Supreme Court decided on September 25, 1905, that 
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the agreement was unlawful, even though price fixing was not 
expressly mentioned in the cartel contract. Nevertheless, combina- 
tions exist and are being formed right along in Austria as elsewhere. 
In Italy and Belgium cartel agreements are valid de jure, but the 
use of fraudulent means to effect a price policy is forbidden. Under 
German laws, which on the whole are friendly to cartels, agreements 
repugnant to good morals are unlawful. Under the English common 
law the courts are inclined to take a negative attitude toward 
monopolistic combinations. The most drastic legislation against 
monopolistic combinations is found in the United States and in 
British colonies. 

Of the laws of the United States the following contain provisions 
which might be applied to international combinations: the Sherman 
Anti-trust Act of 1890, the Wilson Tariff Act of 1894 as amended 
February 12, 1913, the Panama Canal Act of 1913, the Shipping 
Act of September 7, 1916, and the Export Trade Act (Webb- 
Pomerene Law) of 1918. 

The leading cases which have come up in our federal courts 
under the Sherman Anti-trust Act are the following: United States 
v. American Tobacco Co., 221 U.S. 106, Thomsen v. Union Castle 
Mail S.S. Co., 166 Fed. 251; United States v. Pacific and Arctic Co., 
228 U.S. 87, American Banana Co. v. United Fruit Co., 213 U.S. 347, 
United States v. Nord Deutscher Lloyd, 223 U.S. 517., United States 
v. Hamburg Amerikanische Packetfahrt Actien Gesellschaft, 239 
U.S. 466. See also 200 Fed. 806 and 216 Fed. 971. 

In addition to the foregoing decisions there might be mentioned 
the consent decree entered in the District Court for the Western 
District of Pennsylvania in 1912, calling for the dissolution of the 
International Aluminum combine, aad the decree of the United 
States District Court of New Jersey in 1914, dissolving a combination 
between J. and P. Coats, Ltd., and the American Thread Company. 
To sum up the court decisions under the Sherman Act which touch 
upon foreign commerce, it seems clear that the law applies to acts 
done by combinations within the United States in restraint of the 
foreign commerce of this country. The law has no extra-territorial 
force, and does not apply to acts done in a foreign country, 
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except where such acts in whole or in part are to be carried out in 
the United States or create a condition operative in this country. 

Under section 73 of the Wilson Act every combination, conspir- 
acy, trust, agreement, or contract between two or more persons or 
corporations engaged in importing any article from any foreign 
country into the United States is illegal when intended to operate 
in restraint of lawful trade or free competition or to increase the 
market price in any part of the United States of any article imported 
or intended to be imported or of any manufacture into which such 
imported article enters or is intended to enter. 

On May 18, 1912, a petition was filed in the United States 
District Court, S.D., New York, by the federal government against 
Hermann Sielcken and others under these provisions of the Wilson 
Act. The action of the government was taken to prevent an alleged 
undue restraint upon interstate and foreign commerce in coffee, 
growing out of the so-called coffee-valorization plan. This involved 
agreements between the Brazilian state of Sao Paulo and a syndicate 
of bankers and others, whereby the disposition of a large quantity 
of coffee was placed in the hands of a committee, and competition in 
the importation into and sale of such coffee in the United States was 
controlled by that committee. The plan resulted in doubling the 
retail price of coffee in the American markets. Upon the advice of 
the State Department that representations had been made by the 
Brazilian government that the entire quantity of coffee which was 
being withheld from market had been sold to a large number of 
dealers throughout the United States, the suit was dismissed in 
May, 1913. 

The Panama Canal Act of 1913 provides that no vessel may 
engage in the coastwise or foreign trade of the United States or pass 
through the Panama Canal if it is owned or controlled by any person 
or company doing business in violation of the Sherman Anti-trust 
Act or sections 73-77 of the Wilson Tariff Act of 1894. Jurisdiction 
in respect to this last provision is conferred on the federal courts. 

The Shipping Act of September 7, 1916, contains several pro- 
visions which are applicable to agreements, understandings, and 
conferences in ocean transportation. They probably will serve as 
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a basis for action in case of complaints against international 
shipping combines in the future. Under section 14 of that Act the 
giving of deferred rebates, the use of “fighting ships,” and retalia- 
tory or discriminatory contracts and methods on the part of 
common carriers by water are prohibited. Section 15 provides that 
common carriers by water or other persons subject to the Act shall 
file agreements fixing or regulating rates or fares; controlling com- 
petition; pooling or apportioning earnings, losses, or traffic; allotting 
ports; limiting freight or passenger traffic; or providing in any 
manner for an exclusive, preferential, or co-operative working 
arrangement. The Shipping Board may disapprove, cancel, or 
modify agreements that are unjustly discriminatory or unfair or 
which operate to the detriment of the commerce of the United 
States. Agreements approved by the Board shall be lawful 
and shall be exempt from the Sherman Anti-trust, and sections 
73-77 of the Wilson Tariff Act. Section 17 deals with common 
carriers by water in foreign commerce, and prohibits them from 
charging discriminatory rates or rates that are prejudicial to 
exporters of the United States as compared with their foreign 
competitors. 

The Export Trade Act (Webb-Pomerene Law) of April 10, 1918, 
represents our most recent legislation relating to combinations. 
It allows the formation of associations or combinations of two or 
more individuals, partnerships, or corporations to engage solely in 
export trade. Such export associations are exempt from the 
Sherman Law, provided they do not restrain trade, enhance or 
depress prices within the United States, or commit an act of unfair 
competition against an American competitor. It should be noted 
that the Act does not license combinations to injure foreign com- 
petitors. It requires them to file certain statements, including 
copies of their agreements, with the Federal Trade Commission, 
and gives to that governmental agency certain powers of super- 
vision. 

A distinct feature of the Act consists in section 4, which gives 
extra-territorial jurisdiction to the Federal Trade Commission in 
cases of unfair competition against American competitors engaged 
in export trade, even when done outside the United States. This 
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jurisdiction applies, not only to combinations operating under the 
Webb-Pomerene Act, but also to individual American exporters. 
It remedies the defect in the Sherman Law which made itself felt 
in the case of American Banana Co. v. United Fruit Co., mentioned 
above. 

The Webb-Pomerene Act represents the first concrete effort on 
the part of any country to establish a definite policy toward export 
trade combinations. While it makes possible numerous advantages 
of co-operation and co-ordination of efforts, it contains at the same 
time certain safeguards calculated to prevent monopolistic abuses. 
Various features of the Act, particularly the requirements as to 
registration, have been recognized by foreign parliamentary commit- 
tees as warranting them in recommending similar legislation. 

Just what bearing the Act will have on international agreements 
remains to be seen. This much seems certain, that an international 
agreement or combination which tends to restrain trade unreason- 
ably, involves unfair competition against other American exporters, 
or artificially and intentionally enhances or depresses prices within 
the United States would be unlawful under the Sherman Law as 
well as under the provisions of the Webb-Pomerene Law. 

Generally speaking, therefore, international cartel agreements 
may be assumed to be invalid in those countries where cartel agree- 
ments are prohibited by civil or criminal law in so far as the courts 
of these respective countries would be called upon to deal with 
cartel matters coming within their jurisdiction. 

In order to get around this legal insecurity of international 
combinations, various expedients have been employed. They are 
partly of a juristic, partly of an administrative character. A 
rather common method consists in locating the central or main 
office of an international combine in a country whose laws are liberal 
or whose courts follow a liberal policy toward combinations. An- 
other expedient consists in having each member of the cartel deposit 
securities in a country that is friendly to combinations as a bond 
for faithful compliance with the terms of the contract. An arrange- 
ment is made that the securities thus deposited become automati- 
cally forfeited in case of failure on the part of a member to abide by 
his obligations under the cartel agreement. 











676 WILLIAM NOTZ 


The fact that international combinations have grown in number 
and strength, notwithstanding the enactment of anti-trust laws in 
most countries, and the apparent success with which such combina- 
tions have circumvented efforts made by individual states to 
supervise, control, or suppress them" have at various times given 
rise to plans for joint action by all states concerned. It was felt 
that a satisfactory solution cf the problem was possible through 
co-operation among the different governments interested and 
through international law rather than through national laws. 

The Brussels Sugar Convention represents the first successful 
attempt by a group of nations to wrestle with the problem of 
combinations. It was formed on March 5, 1902, and subsequently 
renewed several times, the last time in 1912 for a period of five 
years. The purpose of this convention was to arrest the practice 
of dumping sugar into foreign markets, which had been carried on 
by the sugar cartels of several European countries. These cartels 
were enabled to export sugar below the domestic market prices by 
reason of the fact that they were receiving sugar-export bounties 
from their own governments. The treaty was signed by Austria- 
Hungary, Belgium, France, Germany, Great Britain, Italy, the 
Netherlands, Spain, and Sweden, and was signed later by Luxem- 
burg, Peru, Russia, and Switzerland. Article 1 of the treaty provides 
that the parties to the agreement shall suppress direct or indirect 
bounties which would benefit the production or exportation of 
sugar and shall not establish such bounties during the term of the 
treaty. In Article 4 it is provided that the signatories shall levy 
a special import tax on sugar imported from countries which allow 
bounties on the production or exportation of sugar, the amount 
of the tax to be equal to the value of the bounty. 

One of the economic effects of the world-war was the disruption 
of the Brussels Convention. France withdrew on September 1, 1917, 
and other members followed later. The rearrangement of the 
world’s map and the changed conditions arising therefrom as relat- 
ing to the leading sugar-producing countries will add a number of 
new problems to future efforts at international regulation of sugar 
exports. Russia’s position is totally altered. The Ukraine alone 


* Report of Committee on Trusts (London, 1919), p. 33- 

















INTERNATIONAL PRIVATE AGREEMENTS 677 


produces more then 80 per cent of the former Russian production, 
and most of the remaining part goes to Poland. A large part of 
France’s sugar-beet area came within the war zone. England’s 
interests, first as a buyer and consumer, and second on account of 
her sugar-cane producing colonies, have also been changed to a 
certain extent, while still other changes affecting Germany and 
Austria must be taken into account in case a new international 
sugar convention is to be formed. The sugar producers the world 
over have been well organized in the past along national lines. 
War-time food-control measures resulted in still greater co- 
ordination. It is not at all improbable that in the future various 
national units in the sugar industry will establish some form of 
co-operation relative to the export trade which will again necessitate 
interference by the former members of the Brussels Convention. 

The success achieved by the Brussels Sugar Convention directly 
suggested to several statesmen the expediency of applying the same 
principle to other phases of international commerce and trade as a 
means of protection against unfair trade practices. In 1902 four 
leading European statesmen, independently of one another, advo- 
cated further action along the lines of the Brussels Sugar Conven- 
tion. They were Count Sergius Witte of Russia,’ Count Goluchowski 
of Austria,? Luigi Luzzati of Italy, and Herr Gothein,’ a prominent 
member of the German Reichstag. Their avowed purpose was to 
protect European interests against American trusts and particu- 
larly against alleged dumping of American goods in European 
markets. However, no concrete results came from their proposals. 

Some of the most objectionable practices of monopolistic com- 
binations belong to the category of unfair competition. Laws for the 
suppression of that evil have been applied with considerable suc- 
cess in the prosecution of combinations. Indeed, an examination of 
recent debates in foreign parliaments on trusts shows a pronounced 
trend away from an exclusively repressive policy and in favor of 
government regulation coupled with enforcement of unfair compe- 
tition laws. A similar movement, mutatis mutandis, is now shaping 
itself in respect of international combinations. 

* Commercial No. 1 (London, 19093), p. 7. 


2 Neue Freie Presse (Vienna, October 5, 1902). 
3Session of the Reichstag of October 30, 1902. 
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In this connection the work of the International Union for the 
Protection of Industrial Property deserves notice. The member- 
ship of the Union embraced twenty-two countries, including the 
United States, at the time of its last meeting at Washington, D.C., 
in 1911. On that occasion the following provision was adopted for 
the suppression of unfair competition: “‘Art. 10 bis. All the con- 
tracting countries agree to assure to the members of the union an 
effective protection against unfair competition.” On several 
occasions French and German courts have recognized their obliga- 
tions under the foregoing agreement. 

At the Sixth International Congress of Chambers of Commerce 
and Commercial and Industrial Associations at Paris in 1914 the 
subject of international action against unfair competition was 
placed on the program. Very little was done, however, outside of 
passing a resolution calling for further study of the problem by 
a special committee. At the Congress in Paris in June of the pres- 
ent year unfair competitive practices in international trade was 
again placed on the working program of the newly organized inter- 
national chamber of commerce. 

During the past two years official reports of the British Board 
of Trade and of our own Federal Trade Commission have taken 
cognizance of the question of international combines. The British 
Committee on Commercial and Industrial Policy after the War 
in its final report (London, 1918, p.39) recommended that all inter- 
national combirations or agreements for regulating prices or for 
the delimitation of markets to which British companies or firms 
are parties, should be registered at the Board of Trade, which should 
also be given investigatory powers. The Report of Committee 
on Trusts of the Ministry of Reconstruction (London, 1919, p.28) 
states that ‘‘the question of the control of international trade by 
private interests is eminently one for international action.” 

In an address by Commissioner Huston Thompson of the 
Federal Trade Commission before the Second Pan-American 
Financial Conference at Washington, D.C., on January 22, 1920, 
a tentative plan for an international trade commission was dis- 
cussed, and that Conference placed the study of the problem from 
the Pan-American point of view on its official working program. 
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Finally, mention should be made of a bill recently introduced 
in Congress (H. J. Res., No. 300. Sixty-sixth Congress, Second 
Session) which would have the President call an International 
Trade Agreement Congress for the pupose of considering means 
of eliminating and preventing unfair trade methods, practices, 
and policies and to establish a system of settlement of controversies 
arising therefrom. 


WILL1AM Notz 
WasHINGTON, D.C. 





INTEREST DURING CONSTRUCTION 


An essential preliminary step in the discussion of any matter 
of accounting theory is the statement of viewpoint, especially since 
there seems to be some tendency among accountants to apply 
certain concepts of economics, without qualification, to accounting.’ 
The accountant, although he may well note with satisfaction that 
his field is coming to be rated as a branch of economic analysis, 
must recognize that accounting concepts and principles are measur- 
ably distinct from those of economic theory, and that, while a 
thorough grounding in the fundamentals of economics should be of 
genuine advantage to him, a smattering of economics—a mere 
superficial familiarity with certain stock phrases and defini- 
tions of the economist—may serve to confuse rather than assist 
him in his attempt to place accounting procedures upon a rational 
footing. 

The viewpoints of the economist and accountant must be, 
of necessity, very different. The economist is concerned with 
economic phenomena from the standpoint of an industrial com- 
munity, of an entire market situation. He seeks to discover, for 
example, the laws which govern the determination of market 
prices, prices which are compounded of a complex of circumstances 
and conditions as reflected in the attitudes of a myriad of buyers 
and sellers. He endeavors to resolve the economic personnel of 
the community into its primary functional elements—laborer, 
manager, capitalist, landlord, etc., disregarding, in large measure, 
the specific personalities of the business world. The economist, 
in short, attempts to analyze the fundamental processes of the 
entire economic structure. 

The accountant, on the other hand, deals with the business 
situation on an entirely different level. The unit of organization 

* Similarly certain economists have attempted to make unwarranted application 
of the viewpoint of the business enterprise, of the doctrines of accounting, to economic 


theory. 
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in accounting—as far as the field of competitive industry is con- 
cerned, at any rate—is the private business enterprise. No account- 
ing procedure has meaning except as a particular business entity is 
assumed; every transaction, to have significance for the account- 
ant, must be related to the specific enterprise. From the stand- 
point of the balance sheet it is the function of accounting to register 
the investment of an owner or group of owners in a specific business 
situation, and to follow this investment as it takes shape in mani- 
fold commodities, services, rights, and conditions. Or, from the 
point of view of the income sheet, it is the task of the accountant 
to set up periodic statements of the gross value of the product of 
a specific business and to allocate thereto the cost of producing 
each particular quantum of revenue, so that the net change in the 
situation through a particular period may be stated. 

In other words, while the economist is engaged in a disinterested 
study of the forces that control prices in the general market, the 
accountant is endeavoring to show what the particular net income 
of his particular enterprise is. As a result the economist considers 
everything as cost that makes up the necessary supply price of 
commodities in the long run, including the necessary rewards of 
all the factors of production. The accountant, on the other hand, 
draws a line between the factors of production furnished by the 
members of the concern and those furnished by outsiders. The 
rewards of the latter are costs of the enterprise, and the rewards 
of the former are the income the accountant is undertaking to 
report. Whether this income is greater or less than the long-run 
necessary supply price of the services involved it is not his task, 
as an accountant, to decide. 

This contrast has been pointed out many times; yet it requires 
further emphasis. Many of the current controversies concerning 
accounting procedures seem to arise out of a confusion of economic 
and accounting concepts and viewpoints. Accountants frequently 
make use of statements of economic principles to justify certain 
accounting theories, although in many cases the economist is 
talking about an altogether different situation, or is, at least, con- 
sidering the situation from another point of view. 

The various controversies with respect to the treatment of 
interest in accounting illustrate this confusion. ‘“‘Is interest on 
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investment a cost for the accountant ?” is the question under this 
head which has been most widely discussed. For several years 
certain teachers and professional accountants have been vigorously 
advocating the affirmative of this proposition. And in their writ- 
ings these individuals have freely quoted the economists to the 
effect that interest is a cost and have used these statements from 
economic theory as a mainstay of their argument that interest on 
the specific investment is a cost for purposes of accounting. . 

The proponents of this view, it may be noted, have made little 
headway as far as securing the adoption of their doctrine in practice 
is concerned. The American Institute of Accountants has never 
indorsed the theory; the accounting profession in general has not 
adopted it; and the Treasury Department, in its regulations with 
respect to the valuation of inventories for tax purposes, specifically 
excludes interest on investment as an element of cost. The prac- 
tical difficulties involved (e.g., the determination of the amount of 
capital to be included in any case and the selection of a rate) have 
no doubt weighed most heavily in establishing this attitude, but 
the theoretic objections to the doctrine are clear-cut and convincing. 
These objections are based upon the contrast of viewpoints outlined 
above. Briefly the argument runs as follows: The economist’s 
cost of production is not the accountant’s cost. The economist is 
interested in cost as a price-determining factor; and in general this 
“cost” is numerically equivalent to the “normal price” which the 
consumer must, in the long run, pay: effective marginal cost and 
price are equal. The accountant, however, deals with cost from 
the standpoint of the specific enterprise; and this cost is normally 
less than price—selling price, less by the amount of the margin of 
net income realized by the concern for its own peculiar services. 
Interest on capital furnished by the members of the concern is here 
not a cost but simply one element in the net return. Accounting 
attempts to show this net return as a residuum, a difference between 
accounting cost and selling price, in which are found pure interest, 
profits, rents, etc., in one conglomerate figure. As well include in 
cost profits and other payments for the services of the proprietors 
as interest! Cost to the accountant includes only the purchased 
commodities and services expired, not the peculiar services and 
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functions undertaken by the proprietors. In other words, no 
services furnished by the owners should be considered as cost to 
themselves. Any accounting procedure which attempts to include 
in cost a price for any part or all of the services of the proprietors 
is unreasonable, and obscures rather than clarifies the situation 
from the standpoint of all who wish to read the accounts. 

Now the writer wishes to apply this line of reasoning to another 
closely related interest problem. What is the significance to the 
accountant of interest during construction, i.e., interest on invest- 
ment prior to the operating period? It is a familiar fact that to 
promote the large-scale enterprise, secure the necessary capital, 
build the plant, acquire raw materials, and organize personnel is 
an undertaking requiring considerable time—in the case of a rail- 
road enterprise perhaps several years. What of interest on invest- 
ment during this period? It has been urged by several writers 
that a fair return on all investment during the non-operating period 
should be charged to property. What position should the account- 
ant take on this matter ? 

In attempting to answer this question let us consider first a 
simple illustration of the typical competitive enterprise. Suppose, 
for example, that A decides to start in business as a manufacturer. 
He has a captial of $50,000 which he places on deposit in a commer- 
cialaccount. As funds are needed for building operations, he draws 
upon this account. At the end of the year, it may be assumed, the 
plant is completed, machinery has been installed, materials are in 
stock, operatives have been secured, and A is ready to begin manu- 
facturing. During the year, however, not a wheel has turned; there 
have been no sales; no income has been realized. But, it may be 

*The sharp distinction here assumed between the construction and operating 
periods does not always, perhaps not often, hold good in practice. In the building 
of a railway line, for example, certain units are likely to be turned over to operation 
before the entire property is completed. Further, some revenue may be earned by 
trains which are primarily engaged in construction work. Similarly construction 
period and operating period may overlap somewhat in the case of a manufacturing 
company. In the very large corporation construction is likely to be more or less 
steadily in progress for an indefinite period. And even in the case of a single plant 
there may be no hard and fast line dividing construction from operation. The house- 
holder often occupies the new dwelling before the lighting and other fixtures are all 


attached, the shades hung, the second coat of paint on, etc. Similarly, operations 
are often started in the new factory before construction is fully completed. 
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argued, the finished plant with all the attendant conditions is now 
worth more than the $50,000 invested. A has had this fund tied 
up in constructions for the year;’ and if the proprietor were now 
to sell the completed plant he would normally expect more, and 
would receive more, than $50,000 therefor. He has borne the bur- 
den of management, risk, and waiting for a year, and would not 
now relinquish the completed property for the bare amount of his 
investment. In other words, an interest on the investment has 
accrued, and the value of the plant is enhanced by such accrual. 

Admitting the truth of this statement, does it follow, however, 
that this accrual should now be recognized on A’s books of account ? 
Let us assume in the first instance that an affirmative answer is 
correct and note the effect of the entries which would be involved. 
The value of the completed plant, we will suppose, is now enhanced 
by $3,500, interest on $50,000 for one year at 7 per cent. To 
recognize this accrual it would be necessary to charge plant (or a 
special asset account such as interest during construction) with 
$3,500 and credit A’s capital account (or a special proprietary 
account) with the same amount, thus: 


What is the effect of these entries upon A’s balance sheet ? 
Evidently it is the same as that resulting from profitable operation. 
His assets are increased by $3,500 and the amount of his ownership 
or equity is enhanced by the same amount. In other words, such 
accounting would deny that the year of construction was a lean 
period. A’s property has increased; liabilities are unchanged 
thereby; income accordingly has accrued. 

But let us now recall what was said at the outset with respect 
to the unit with which the accountant deals. We have here not 
the general economic situation but A’s particular investment. 
Has there really been an increase in A’s assets? If we insist that 
there has, are we not in danger of taking the position that each 
and every specific investment in the business world inevitably | 
increases with the lapse of time? This proposition could not, of 

* For convenience the probability that these funds, in practice, would be gradually 
invested is ignored in the illustration. 
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course, be maintained. While investments in general may so 
increase, there is no guaranty that any specific investment will 
even remain intact. If A were to continue in business year after 
year and be unsuccessful with respect to operation, he surely 
would not be justified in complacently assuming that interest was 
steadily accruing on his investment because of the burdens of risk 
and waiting which he was carrying. And this is as true of the 
construction as of the operating period. It is sometimes said 
that a business cannot start operations with a deficit, in other 
words, that all charges prior to operation must be to asset accounts. 
This position isnot sound. There is nothing about the construction 
period which renders a particular group of assets inviolate. TIllegiti- 
mate expenditures, inefficiency or accident in construction, may 
cause large losses prior to operation. 

But even assuming that there were no losses during construc- 
tion, and that successful operation were assured, should the assets 
be written up on account of interest prior to operation? The 
recognition of such an accrual would have the effect of increasing 
the amount of the investment and consequently of lowering the 
rate of return realized in the later years of successful operation. 
Is this reasonable from A’s standpoint? Is not the construction 
period literally a lean period, for which the proprietor expects 
(and may receive) compensation in the form of a relatively high 
rate of return in later periods? A genuine economic cost from 
the standpoint of the community may, of course, be involved; 
but this fact alone would not justify the accountant in capitalizing 
the preliminary services of the proprietor on the proprietor’s own 
books. A does not furnish these services to himself. Rather he 
invests a certain sum in purchased commodities and services. 
His service consists in doing just this and is not in itself a part 
of his investment. A wishes his books to register his investment 
as it takes shape in purchased items, not this amount plus an 
estimated allowance for the function he is thereby performing. 

If interest during construction is to be accrued as a concrete 
accounting fact, what rate is to be used? A might have left his 
money in the savings bank drawing 3 per cent; he might have 
purchased securities yielding 6 per cent; or he might, perhaps, 
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have invested his funds in oil stocks and have realized 50 per cent. 
What is the effective rate involved in view of his decision to invest 
in a manufacturing business on his own account? Evidently the 
true rate is the one implicit in the market price of completed 
establishments of this type; and doubtless bids could be secured 
for the finished plant which would determine its value and hence 
the correct rate of enhancement. This brings us to another aspect 
of the question. As admitted at the outset, the completed property 
would normally sell for more than $50,000 to another manufac- 
turer who wished to begin operations directly without going 
through the process of construction. But this selling value would 
probably be $60,000 or more, rather than $53,500. In other 
words, the selling value—if this were a price-determining case— 
would tend to exceed cost by the market value of all the services, 
functions, and burdens furnished and assumed by the original 
builder, A. Pure interest, profits, wages, and other elements would 
beinvolved. If this were not a case in which the price-making forces 
came to a focus but were a supramarginal instance, the selling price 
would cover a rate of enhancement on investment correspondingly 
higher than the genuine significances of the proprietary services 
performed. The rate of profit realized by a submarginal builder 
similarly would probably be less than the normal rate of return. 
In any case any effective value accrual is a matter of possible 
selling price; and, as has just been shown, the difference between 
actual investment and selling price is not a mere matter of a nor- 
mal interest rate. 

If, then, any charge should be made to property on account of 
the services furnished by the proprietor during the construction 
period, this charge should be based upon probable selling value. 
But this would be contrary to the whole scheme of modern account- 
ing. The accounting structure is based upon the idea of showing 
returns to the proprietor as a residuum, a difference between cost 
and selling price. This means that the buying market and not 
the selling market is the effective basis for accounting charges. As 
between enterprises, accordingly, the very same article, physically, 
will appear in the accounts at different values, an apparent viola- 
tion of the law of single price perhaps, but nevertheless an entirely 
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rational situation from the accounting standpoint. B, for example, 
buys materials, labor services, etc., and manufactures a linotype 
machine. Value on his books is not the selling price but his cost. 
But C, a publisher, who buys the machine from B, values it initially 
at what is selling price to B, but what is, nevertheless, cost to C. 
In other words, finished goods in the balance sheet of the manu- 
facturer are valued at his cost (in certain instances it may, of course, 
be desirable to adjust original cost figures to cost of replacement in 
order to get an effective cost), and on the books of the buyer are 
charged to the appropriate accounts at this cost plus profit to the 
seller (which includes interest and all the other elements of net 
revenue), if there is such a profit, plus transportation, handling, 
and installation charges; although the physical character of the 
article may be in nowise altered because of this change of owner- 
ship. And thus we have the accountant’s general rule that 
materials, work in progress, and finished stock should be valued 
on the basis of cost, not selling prices. 

Now is not the question of interest during construction to be 
settled according to this same point of view? The difference 
between the manufacture of a linotype machine on the one hand 
and the organization of a business and construction of the plant 
on the other is only one of degree in complexity and scale. If 
charges should not be based upon selling prices in one case, is it 
not reasonable to hold that the same principle applies to the 
other? ‘This will, of course, give rise to discrepancies in capital 
values between enterprises in like physical circumstances but 
entirely rational discrepancies, as has been indicated above. A 
builds and equips his own factory at a cost of $50,000; then this 
amount is the correct property charge. B buys a duplicate plant 
from a construction company for $62,500; actual cost to the 
proprietor is again the proper basis for the entries. From the 
standpoint of the general market situation both establishments 
doubtless have the same economic significance, but from the 
accounting standpoint A has assets of $50,000, B, of $62,500. 
A has invested in raw materials, labor, etc. B has purchased these 
same elements, indirectly, and the services of the construction 
company as well. If operation is equally successful in both cases, 
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the rate of return subsequently realized by A will, of course, be 
somewhat higher than the rate realized by B. And this is just 
what the accounts should show. The true situation would be 
obscured rather than illuminated if a sufficient amount were added 
to capital in the case of A to equalize the rate of return for both 
enterprises. 

It cannot be stated too emphatically that any accounting policy | 
which tends to iron out differences in rates of net income between 
years for the same enterprise by juggling depreciation charges or 
other practices,’ or differences in rates between enterprises for 
the same year, should be condemned. The accounts should show 
the peculiar situation of each enterprise. If A earns 12} per cent 
on his investment while B realizes but 10 per cent, this condition 
should be revealed by the accounts. The capitalization process, 
while it may be entirely reasonable from the standpoint of an 
investor buying a security, in general should not be applied in 
getting at asset values for balance-sheet purposes.2 Thus we 
have the accounting rule that good-will—the capitalized value of 
differential earning power—should never be recognized as an 
accounting fact unless purchased. 

The view that interest during construction is not an accounting 
fact could be applied, of course, to the case of an operating com- 
pany which builds certain equipment for its own use. What is 
the correct addition to capital, actual cost to the company, or the 
amount required to buy the equipment elsewhere? According to 
the above argument actual cost is the proper charge. In practice, 





‘It is often argued, for example, that maintenance and depreciation charges 
should be handled as a function of gross revenue, in order that a stable net revenue 
figure may be shown year by year. This permits a steady dividend rate, it is urged, 
and is consequently a policy very much in the interest of the stockholders. Even if 
such treatment of depreciation were the only way by which a constant flow of dividends 
could be maintained, the practice would not be justified. The accountant must take 
the view that each fiscal period should stand on its own footing; otherwise accounting 
analysis loses a large part of its significance. But, as a matter of fact, the dividend 
policy is largely independent of the annual showing of net revenue. By using the 
undivided profits account as a basis for dividend declarations, dividends are often 
equalized between years despite the fluctuations in annual net earnings. 

2 Where an asset involves a definitely known series of incomes, as in the case of 
certain leaseholds, its value for purposes of purchase and also for purposes of periodic 
extinguishment on the books may, of course, be determined by the discounting process. 
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however, the mistake is often made of including in such an item 
only the direct costs of labor and materials. All indirect costs 
properly applicable to the construction work should also be added. 
A portion of the ordinary expenses of operating the power plant 
should be included, for example, if power from this plant is used 
in construction operations. A small element for depreciation of 
structures in which construction work is housed should likewise 
be added. In fact, any part of the ordinary expenses that is 
applicable to the building of the new equipment should be trans- 
ferred from the expense accounts to the accounts representing the 
cost of the new unit. Such allocation on a rational basis is, of 
course, a difficult problem of cost accounting. 

It should be admitted that even actual cost is only a tentative 
figure. Accounting deals quite largely with judgments and 
estimates, not with certainties. Valuations are always more or 
less conjectural and unstable. But a record of cost is in itself a 
significant statistical record; it gives a fairly reasonable starting- 
point, at least. There is always a possibility that a large part of the 
asset values will soon disappear, but this would not justify the recog- 
nition of possible bankruptcy in the current balance sheet. The 
accountant could make little headway without the fundamental 
assumption that costs give values as a matter of preliminary 
record. The accountant assumes that the values of labor and 
materials expended for a certain purpose pass into the resulting 
commodity,’ structure, or situation, not as a final conclusion but 
for purposes of initial statement and until evidence to the con- 
trary is produced. It would doubtless be impossible to demon- 
strate the absolute truth of this assumption; indeed we know that 
as a matter of price determination it is not strictly true; neverthe- 
less most would agree that it is a reasonable basis for accounting 
procedure. 

To capitalize the services of the owners themselves would be 
to introduce, perhaps, a still more tentative and provisional fact 
than other costs, but this alone would not be sufficient ground for 
their exclusion. It must be admitted that in a sense these services 


‘It is interesting to note that this accounting assumption agrees with the thesis 
of Marx and some other economists. 
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do accrue, at least during the operating period, just as surely as 
purchased items. The economic history of a business enterprise is 
a more or less continuous stream, and when the accountant attempts 
to break up this stream into years, half-years, quarters, months, or 
other periods, and—putting a balance-sheet stone wall at each 
end—allocate to each particular period the facts appertaining 
thereto, he must, of course, sever many real connections and pro- 
ceed in a more or less arbitrary fashion. Thus if a unit of raw 
material as it makes its way from the storeroom through the 
various stages of manufacture and finally to the warehouse as a 
finished article ready for shipment draws unto itself the values of 
all services and commodities expended as necessary incidents of its 
changing condition, then the economic significance of the various 
services furnished by the owners themselves also so attach to the 
finished article. Or, in other words, the value of the finished goods 
ready to ship is virtually selling price. All this can be admitted, 
however, and we can still return to the objection that the view- 
point of the accountant must be essentially that of the owners 
and not that of the entire market situation, and from this stand- 
point the value of the owners’ functions does not inhere in the 
completed article for purposes of book entries. 

In the foregoing illustration it was assumed that no withdrawals 
were made by A, the proprietor, during the construction period. 
Suppose that A drew $3,500 (which we may assume is a fair remun- 
eration for his services as an owner and manager) during the year, 
what effect would this have upon his balance sheet? According 
to the view here adopted this is purely a withdrawal of capital 
from the standpoint of A’s books and not a payment for services 
furnished to construction operations. The journal entries recog- 
nizing such drawings by A should be, in summary form: 


Pe eer $3,500 


In cases where goods are sold on contracts, and the final price to be realized is 
assured, it is often admitted that it is proper for the accountant to value goods in 
terme of selling prices on the basis of completion percentages. And where, as in the 
case of shipbuilding, the process of production covers two or more fiscal periods, 
a similar valuation procedure has been approved by some accountants. 
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If, however, it be admitted that interest (and other elements 
of proprietary return) during construction be recognized as con- 
tributing to the value of the property, we should be obliged to 
conclude that reasonable drawings by the proprietors did not 
diminish the amount of the investment. This view would mean, 
in the hypothetical case in hand, that A’s investment in the plant 
remained at $50,000 notwithstanding this withdrawal of funds; 
and, accordingly, when cash was drawn by A the concurrent 
charge would be to property account. The argument made above 
against the recognition of a property value of more than $50,000 
in the case where no drawings from original funds were made by 
the proprietor during construction would hold with equal force in 
favor of the proposition that the return of $3,500 to A would 
reduce the amount of the investment to $46,500. In any case it is 
the net investment which should be shown on the books. 

The argument is somewhat more difficult to establish in the 
case of the corporation. Here we find the legal business entity, 
and instead of ‘‘drawings”’ by the proprietor we have “payments” 
by the corporation to its members. But it should be emphasized 
that the introduction of the corporate entity does not alter the 
essential nature of a transaction as far as its effect upon the balance 
sheet is concerned. Transactions between a corporation and its 
members are quite distinct from dealings between corporation and 
outsiders. Dividends paid by a corporation to its members are 
not a payment for services purchased but a distribution either of 
profits or capital. And any “dividends” which may be paid prior 
to operation are a reduction in capital, since no profits exist at that 
Stage. 

Thus far a homogeneous proprietorship has been assumed. 
A serious complication arises where the capital used in construction 
is secured from several more or less distinct sources. This is 
especially likely to be true in the case of the large corporation. 
Suppose company A, for, example, secures two millions in cash 
from two classes of investors, preferred and common stockholders 
(one million each). The preferred stock is to draw interest (or 
“dividends’”’) at 7 per cent quarterly from date of issue. The 
funds secured are deposited to the order of the corporate treasurer 
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and are disbursed upon proper authorizations to promoters, invest- 
ment bankers, contractors, jobbers, etc. Let us again assume, for 
convenience, that organization and construction cover the period 
of one year and that the full $2,000,000 is deposited at the begin- 
ning of the year. Then in addition to the other outlays a sum of 
$17,500 must be paid each quarter to the preferred stockholders, 
themselves proprietors and legally rating as members of the cor- 
poration. This payment must be made from the joint funds, as 
there are no other sources. Now what is the significance of this 
disbursement of $70,000 for the year? According to our view 
this sum is simply a withdrawal of capital and cannot be considered 
as still in the business under the head of interest during construc- 
tion. If the company had secured the entire $2,000,000 in capital 
from a homogeneous group of common stockholders there would 
have been no such payment and $70,000 additional cash would 
have been available for investment in plant and materials. A 
more extensive property would have been the result. If, then, 
under this last assumption there could properly be no charge to 
property for interest on investment, the $70,000 withdrawn prior 
to operation under the other assumption is a disbursement of 
capital. 

But if this is the case, the question arises, whose equity is 
impaired, the common or preferred stockholders’? If the pre- 
ferred members have prior rights to assets, then this payment, 
from the viewpoint of possible dissolution, is a diminution of the 
common stockholders’ investment. It is not, however, a loss from 
the standpoint of the common stockholder, as he is willing to make 
this concession for the sake of a possible higher rate of return later. 
It is difficult to come to a decision on this case. What viewpoint 
shall the accountant take in preparing the first balance sheet, that 
of the enterprise as a whole (the managerial point of view) or that 
of the residual equity, the common shareholders’? From the 
standpoint of the enterprise as an operating unit the actual invest- 
ment in this case, according to the opinion the writer has been 
trying to establish, is $2,000,000 less $70,000, or $1,930,000; from 
the position of the common stockholders’ interest there is some 
reason for saying that the investment is the full $2,000,000, as by 
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paying the sum of $70,000 .in advance the common shareholders 
are obtaining a privilege which they doubtless consider worth the 
sum paid. It simmers down to the question, can the accountant 
rate the preferred stockholders as mere outsiders (despite the fact 
that their equity is given a prominent place in the corporate 
balance sheet) and take the position that the business unit with 
whose books he is dealing actually buys certain valuable services 
from these stockholders during the construction period, or should 
he hold that the cost of the property is the net amount invested 
by stockholders of both classes viewed as a single group ? 

If these dividend payments are a reduction in capital, what 
entries should be made to recognize them? Since it is customary 
not to charge the capital stock account unless actual shares are 
retired, it would be necessary to debit a special account. ‘‘ Advances 
to preferred stockholders” might be used, an account which would 
later be closed against accumulated profits. This would give a 
special kind of valuation account, an account which did not repre- 
sent an asset from the standpoint of the business as a whole and 
yet which indicated a speculative advantage residing in one class 
of owners. 

The still more difficult case arises where part of the capital 
is secured through bond issues or other contractual equities and 
interest is disbursed or accrued on such funds prior to the operating 
period. Here again if the viewpoint of the enterprise as an oper- 
ating unit is taken such disbursement and accruals are a reduction 
in capital, from the standpoint of dissolution the common stock- 
holders’ capital. This view asserts that the business does not buy 
the services of the bondholder. If both bonds and stocks are 
issued this simply means that funds are secured by the corpora- 
tion from two classes of investors. In a sense the bondholders’ 
equity is just as much a part of the capitalization as the stock- 
holders’ interest. If funds are disbursed to any of these investors 
prior to operation they must come out of capital; there is no 
other source. (As stated above the investors in a business enter- 
prise can draw funds from but two sources, capital and earnings; 
and since there are no earnings during construction payments to 
any investor must be drawn from capital.) The question again is, 
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what viewpoint shall the accountant take? It must be admitted 
that legally a bondholder does not rate as an active member of 
the corporation proper; and if the accountant were to proceed 
from the standpoint of one interest only, the stockholders’, and 
not from that of the conventional balance sheet as a whole, it 
would not be unreasonable for him to hold that these payments to 
certain classes of investors do not impair the assets. 

In conclusion, the situation in railroad accounting should be 
noted. The classifications prescribed by the Interstate Com- 
merce Commission include a property account entitled ‘‘interest 
during construction.” This account is charged with all interest 
accruing during the construction period on bonds and other con- 
tractual securities and ‘‘this account shall also include reasonable 
charges for interest, during the construction period before the 
property becomes available for service, on the carrier’s own funds 
expended for construction purposes.’* In other words, not only 
is capital not to be considered as impaired by payments to bond- 
holders, but property is to be charged with a fair interest allow- 
ance on the stockholders’ funds. 

This is at least entirely logical practice. If interest on any 
part of the capital invested accrues as a property charge, interest 
on the entire investment, regardless of its source, so accrues. 
Further, this practice can perhaps be justified in the case of the 
public-utility situation, even though it would not be proper account- 
ing for the ordinary private business in the competitive field. The 
railroads have become quasi-public institutions. Their operations 
and rates are more or less regulated by the government; and the 
investor in railroad stocks is quite largely restricted to a non- 
speculative rate of return. In equity, accordingly, the investor 


* Account 76, p. 39, Classification of Investment in Road and Equipment of Steam 
Roads. Nothing is said in this classification as to the character of the concurrent 
credit in such a case. Evidentiy an account with the significance of surplus must 
be used. 

2In the case of a completely socialized enterprise it could with some reason be 
held that the state actually purchased the services of ownership, as well as the other 
necessary commodities and services. In other words, to the extent that the investors 
are not the controlling influence in operation the accountant may reasonably shift 
his viewpoint with respect to certain problems of valuation. 
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should be allowed to earn this lower rate from the time his funds 
are first deposited. To the extent, then, that it is advisable to 
construct the accounts in the case of a railroad in such a way as 
to show the value upon which the investor should be allowed to 
earn, interest during the preliminary period of waiting should be 
added to property. The capitalization of early losses and inade- 
quate returns, which in some cases has been allowed public- 
utility companies by courts and commissions under the caption 
‘going value”’ or some similar term, is a step in the same direction." 

Evidently the above suggestions with respect to the accounting 
significance of interest during construction do not apply, at least 


with equal force, to the public utilities. 
W. A. PATon 


UNIVERSITY OF MICHIGAN 


* The “guaranteed industry” principle (which has never been completely or con- 
sistently adhered to by the courts as a practical matter but which nevertheless has very 
much influenced expressed opinions in rate cases) would make valuation for rate pur- 
poses purely a matter of original investment (adjusted to allow for any genuine change in 
the value of the money unit) and compound interest at some “‘reasonable”’ rate. 
There is, however, some question as to the advisability of introducing any kind of 
value for rate purposes into the accounts. Such values are a matter of judicial 
determination and might, it would seem, be safely ignored by the accountant, who 
could then restrict the accounting values to those ordinarily recognized in the com- 
petitive concern, 

















NOTES 


FINANCING REVOLUTIONS IN MEXICO 


It is less than ten years since the days of Diaz, and yet that period 
already belongs in the ancient history of Mexico. History is made 
fast in a country that engages in civil war. What happened in the 
financial life of Mexico during these years of internal strife makes back- 
ground for the contemporary situation and furnishes also an interesting 
illustration of what happens everywhere under similar circumstances.' 

Mexico, it is said, “is a beggar sitting on a bag of gold”—poverty 
and undeveloped resources, a beggar only half aware of his riches. 
Petroleum resources, without drills or means of transportation, are 
worth no more to the native Mexican than they were to the native 
Pennsylvanian before 1859, merely a liquid with a disagreeable odor. 
If the beggar would only become law-abiding, keep peace, and pay his 
debts (or keep up the interest payments), he would find a world ready 
and anxious to give him financial support, for a consideration. 

It looked for a time as if Mexico really wanted to be modernized 
and be made prosperous. Acting on the advice of creditor nations 
the gold standard was adopted in 1905, to stimulate trade with those 
“countries already possessing the gold standard, besides enlarging the 
investment opportunities of the world.’’? There was also a project for 
establishing a central bank, built on the European model. During this 
period Mexico, like other new countries with no investing classes of 
their own, had two main sources of funds. It could finance the capital 
requirements of industry either by increasing the note issues and deposits 
of commercial banks or by appealing to foreign investors. It did both, 
and business prospered. The notes and deposits of the banks of issue, 
during the ten prosperous years preceding the panic of 1907, increased 
approximately threefold. Foreign funds were also available. “ Moneys 


* See Present and Past Banking in Mexico, by Walter Flavius McCaleb (Harper 
& Brothers, 1920. Pp. xxi+269. $2.00), especially chaps. xiii to xvii; also 
Industrial Mexico, by P. Harvey Middleton (Dodd, Mead & Co., 1919. $1.75), 
especially chaps. x and xi. 

2 From a resolution adopted at a London confezence on international exchange 
which appears “to express the sense of the leading powers concerned” (McCaleb, 
op. cit., p. 146.) 
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were flowing into the country from foreign lands in amazing floods. 
Mining, agriculture, industries, banking—all were being literally 
swamped. Investors were crying for opportunity to leave their 
millions in Mexico.”? 

Then all this was cut short by revolution. In the year rg10, the 
country celebrated the centenary of its independence; “moneys had 
been lavished in order that fitting emphasis should be laid on the 
progress of the nation. .... But under the outward show was 
seething discontent; and while still the plaudits were ringing in the 
streets of the Capital the grito of the Revolution had been heard along 
the Rio Grande. ’”? 

It is difficult, apparently, to conduct a revolution without incon- 
veniencing someone. In Mexico revolutionary leaders followed one 
another in quick succession, and having no other visible means of 
support each in turn balanced his budget by issuing legal-tender paper. 
But loyal citizens ought not to question the ancient right of the sovereign 
to debase the currency, especially in time of war. And there were, of 
course, excellent precedents among civilized nations for financing both 
revolutions and civil wars by this method. In this respect, Mexico 
followed the foreign models to excess. All told the various leaders put 
out Over 1,000,000,000 pesos of paper money. 

The manner of putting this money into circulation and the conse- 
quences which followed are worthy of the tradition. 


Merchants and farmers were compelled at the point of guns to accept it 
in exchange for goods; and bankers, on pain of jail, were ordered to receive 


it in liquidation of debts... . . Rude soldiers, rifles in hand, proceeded to 
the market-places, there to buy the things they fancied and to tender “con- 
stitutionalist”’ paper in payment... . . The retailer hurried to the wholesale 


dealer to pay his bills; the dealer raced to the bank to liquidate his obliga- 
tions; and the bank endeavored in turn to pay back to the people the paper 
which accumulated in its hands. And all the while the volume of notes 
endlessly increased, for the Constitutionalists had brought with them their 
printing presses.3 


With the force of legal tender behind it, this money soon drove 
out all other forms. The silver peso and gold had disappeared in 
November, 1913, when Huerta declared the irredeemable bank notes 
unlimited legal tender. Within a year even these depreciated bank 
notes were driven out, and along with them the fractional silver and 
copper coins, leaving only the revolutionory fiat money in circulation. 
* Thid., p. 155. 


2 [bid., p. 200. 3Ibid., pp. 225-27. 
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Sir Thomas Gresham, more than three centuries in his grave, must 
have chuckled to see an alien people so promptly obey his law. 

New issues came with the regularity of pay day, and their variety 
marked the success and failure of different revolutionary leaders. Car- 
ranza, at Monclova, emitted what was called the Monclova issue; 
when he reached Tampico he authorized another issue, named after 
the Constitutionalist army. This his soldiers carried with them in 
bundles when they marched into Mexico City. 


After a few weeks of experience in the Capital with the issues of the Con- 
stitutionalists, Villa and his friends came in and drove Carranza to Vera Cruz. 
Thereupon effort was made to force the substitution of Villa issues upon the 
people to the exclusion of those of Carranza... .. In the meantime, from 
Vera Cruz the Constitutionalists kept their presses running, striking off what 
came to be known as the Vera Cruz issue. And, as things will turn out in 
that country, ere long they were again established in the Capital, the Villa 
paper was declared void, and forthwith new millions of Veracruzanas were 
added to the already congested circulation." 


Under such conditions the banks fared badly. When Huerta issued 
a government loan, the quotas were assigned the various banks with 
little regard to their reserve status. The officer of one bank went with 
his attorney to the Minister of Finance “to protest against the allot- 
ment fixed on that institution, whereupon he was arrested and the Board 
of Directors of the bank summoned and compelled then and there to 
approve the government’s measure. ’”? 

Finally, the Carranza government, under the pretense of protecting 
the holders of bank notes, took over what remained of the metallic 
reserves of the banks. In September, 1916, the soldier would no longer 
accept the paper currency; not even the legal-tender power and the 
rifle could support its values. Therefore, out of the metallic reserves 
of the banks, the government paid its monthly deficits for the following 
year. 

This was not done without a show of xight. Being Constitutionalists 
they took their stand, with the aid of counsel, squarely on the Con- 
stitution. One seldom finds a more entertaining document than that 
written by the chief of the department of banking of the Carranza 
government, setting forth the legal basis for the action.s The con- 


* From a resolution adopted at a London conference on international exchange 
which appears “‘to express the sense of the leading powers concerned” (McCaleb, 
op. cit., p. 229). 


2 Ibid., p. 215. 3 Given in full, ibid., pp. 251-55. 
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cession contracts of the banks of issue made during the régime of General 
Diaz were, he says, “‘granted in flagrant violation of our Constitution 
of 1857, which provided definitely that no private concern should enjoy 
privileges.”” The government, it happens, was sixty years late in 
discovering this flaw, but it made up for lost time by working retro- 
actively. Also illegal, he continues, was the decree by the Huerta 
government, which in order to obtain a loan from the banks had granted 
them “the right of raising the issue from two-to-one to three-to-one, 
without increasing the reserve.” For ‘that administration had come 
into being, not by the will of the people, but through crime and force.” 
Furthermore, the inability of the banks on a sixty-day notice to bring 
the metallic reserves held against notes “into conformity with the 
law [which Huerta had compelled them to ignore] warranted the govern- 
ment [Carranza] in declaring the confiscation of their concessions.” 
Such is the case of the government against the banks. 

The Revolution was not entirely without support from Mexico’s 
other chief source of funds. Certain foreign bankers were willing to 
take a speculative chance on Madero; others on Huerta. Perhaps 
they hoped later to pour petroleum on the troubled waters. Madero, 
in June, 1912, borrowed £20,000,000 from Speyer & Company, of 
New York. In the autumn, while still trying to preserve the domestic 
tranquillity, he borrowed another £20,000,000 from the same bankers.' 
By June, 1913, Huerta had assumed the réle of pacifier at home and 
borrower abroad. At that time Paris bankers were willing to put 
£6,000,000 into the Mexican venture. This loan was secured by 38 
per cent of the customs dues. Its object was to repay the loan made to 
Madero (whom the present borrower had overthrown), to guarantee 
the defaulted interest in railway bonds, to cover certain guaranties to 
banks and railways, to purchase the Mexican National Packing House, 
to provide equipment for the army, and to pay the existing deficit in 
the budget.2, When the borrower appeals for additional funds it is 
an opportune time to make definite stipulations about various uncer- 
tainties that may have arisen touching previous contracts. The bankers 
in Paris did not miss this opportunity. 

But Huerta’s foreign-bought war equipment did not bring peace to 
Mexico; in the middle of 1914 he gave up the job. Civil war, with 
contending factions alternately occupying the Capital, continued. 


* Ibid., pp. 206 and 207. 
? Ibid., pp. 209 and 218; also Middleton, op. cit., pp. 208-9. 
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Finally Carranza established himself and was elected president in May, 
1917. He brought comparative peace, but he also brought what was 
regarded as a hostile attitude toward foreign investors. For it is difficult 
to satisfy at the same time both the propertyless voter at home and the 
security holder abroad. Along with Carranza came the constitution 
of 1917, which crystallized this attitude into the fundamental law 
of the land. 

It is Article XX VII of the new constitutign that makes most of 
the trouble for the foreign investor. It says, in part: 

Only Mexicans by birth or naturalization and Mexican companies have 
the right to acquire ownership in lands, waters, and their appurtenances, or 
to obtain concessions to develop mines, waters or mineral fuels in the republic 
of Mexico. The nation may grant the same right to foreigners, provided 
they agree before the Department of Foreign Affairs to be considered Mexicans 
in respect to such property, and accordingly not to invoke the protection of 
their governments in respect to the same, under penalty, in case of breach, of 
forfeiture to the nation of property so acquired.? 


It is, of course, impossible to be on the side of law and order when 
the law contemplates such radical changes in the prevailing economic 
order. 

When in the course of human events it becomes expedient for a 
people to dissolve the economic bands which have connected them 
with their past, a decent respect to the opinions of the investing classes 
requires that they should recognize all outstanding obligations. These 
classes, having been legally endowed with certain inalienable rights, 
among which are their claims to the virgin resources beneath the sur- 
face of their lands, are entitled to the protection of the law both at 
home and abroad. To secure these rights governments are instituted 
among men. 

The question at issue, on the answer to which hinges the position of 
foreign investments in Mexico, is: How far beneath the surface of the 
earth does the private ownership of land extend? Who has the right 
to exploit the bag of gold beneath the Mexican peon? Prior to 1917 
the legitimacy of the claims of the owner of the surface to all the mineral 
fuels of the subsoil was unquestioned. But Carranza, in February, 1918, 
issued a decree which apparently attempted to put into effect as to 
petroleum lands the provisions of the new constitution, and so to sever 
at a single stroke the ownership of the surface from the ownership of 
the petroleum deposits. In form the decree provided simply for the 


* Middleton, op. cit., p. 221, gives Article XXVII in full. 
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imposition of certain taxes, but to the foreign governments responsible 
for protecting the private property rights of their citizens in Mexico it 
appeared to be confiscation. The action of Carranza called forth 
protests from the United States, Great Britain, Holland, and France.' 
In diplomatic language: 

While the United States government is not disposed to request for its 
citizens exemption from the payment of their ordinary and just share of the 
burdens of taxation so long as the tax is uniform and not discriminatory in its 
operation, and can fairly be considered a tax and not a confiscation or unfair 
imposition, and while the United States government is not inclined to inter- 
pose in behalf of its citizens in case of expropriation of private property for 
sound reasons of public welfare, and upon just compensation and by legal 
proceedings before tribunals, allowing fair and equal opportunity to be heard 
and giving due consideration to American rights, nevertheless the United 
States cannot acquiesce in any procedure ostensibly or nominally in the form 
of taxation or the exercise of eminent domain, but really resulting in the con- 
fiscation of private property and arbitrary deprivation of vested rights. 


Carranza, in turn, expresses surprise, “‘as would any other govern- 
ment of a free country, if it found that acts of internal legislation, 
such as the right of imposing contributions, were called into question 
by diplomatic protests of the countries of subjects affected by the 
imposition.” The law, in its majestic equality, taxes the Mexican 
peasants (who own no petroleum claims) as well as the foreign capitalists 
(who do). He continues: 

The course to be taken by foreigners and nationals alike, to free themselves 
from impositions which are deemed confiscatory, consists in submitting the 
case before tribunals, which are always found ready to administer justice, 
applying the law, which justly guarantees individuals against confiscation of 
property. 

When Carranza suggested this judicial way out of the difficulty 
he probably looked forward to appointing the judges himself. For 
him, however, things happened differently; and yet it was a helpful 
suggestion. Apparently all that is needed, legally, to make Mexico 
safe for foreign investors is a proper interpretation of the constitution. 
Article XX VII should be offset by Article XIV: ‘No law shall be given 
retroactive effect to the prejudice of any person whatsoever.’’ The 
American ambassador, before presenting his credentials to the de facto 
Mexican government of 1917, received assurances that Article XIV 
guaranteed Americans against confiscation of their properties.2, American 


* For the complete diplomatic interchange see ibid., pp. 229-45. 
2 Ibid., p. 223. 








702 NOTES 


investors are in favor of a judiciary in Mexico that will make good 
that promise. 

Here, however, as elsewhere in matters of finance, the final appeal 
is to the investment bankers. Governments move slowly, watch and 
wait, and are limited by the conventions of diplomacy; the investment 
bankers act with the decisiveness and finality of those who control the 
sources of supply. In February, 1919, the leading American, French, 
and British bankers announced the organization of the International 
Bankers’ Committee on Mexico, with Mr. J. P. Morgan as chairman. 
His firm issued a statement explaining that the function of the com- 
mittee was to “inform itself as fully as possible as to existing conditions 
in Mexico with a view to such positive action as may be taken whenever 
circumstances permit.' The next time Mexico asks for funds in any of 
the great financial markets she will be politely referred to this Com- 
mittee of Bankers. Before passing on the application, the then existing 
Mexican government will be requested to validate outstanding obliga- 
tions in addition to making new pledges. 

Good masters, what shall Mexico do that she may inherit modern 
industrial life? Sell whatsoever she has and give a percentage to 
foreign investors. There is no other way known of introducing the 
machine industry. Once operating under modern equipment the 
annual product of the country would be so large as to make its present 
indebtedness look small and inconsequential. The conditions under 
which this annual product is to be divided between the Mexican beggar 
and the alien investor may be stipulated in the bonds. Investors of all 
countries unite for the financial conquest of Mexico. 


WALTER W. STEWART 
AMHERST COLLEGE 


* For the statement in full, with the names of the committee members, see Mid- 
dleton, op. cit., pp. 214-18. 
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The Human Factor in Industry. By LEE K. FRANKEL AND 
ALEXANDER FLEISHER. New York: The Macmillan Com- 
pany, 1920. Pp. 336. 

Under a rather threadbare title the authors have brought together 
in an exceedingly serviceable form the experiences of many employers in 
the problems of labor administration. 

As the preface states, the book is written for employers “interested 
essentially in production and the relation of service measures in industry 
to production,” and “for the general reader who is somewhat at sea regard- 
ing these newer industrial movements.” It reaches both by a somewhat 
popular style combined with a wealth of detail on personnel management 
technique; personnel management, not merely as the authors see it, but 
as industry is practicing it. 

Most of the book is given over to description of present-day usages. 
The authors have taken a huge mass of disorganized literature, and 
compiled the essence of it into a convenient summary of accounts of a 
great variety of personnel activities. To one already acquainted with 
the material and able to supply for himself the connecting links, it gives 
many leads. To the uninitiated it gives a solid background for further 
study. Happily enough, the chapters are arranged topically, instead of 
by industry, as is more usual with such material, and cover substantially 
all of the practices of labor administration. These the authors define 
as “those activities carried on by employers and employees jointly or 
separately which benefit both, have as their unit the industrial plant, and 
are not enforced by law or by organized labor.” 

Practically all the analysis and interpretation in the book is in the 
introduction, which gives an evaluation of labor administration together 
with a statement of the standards of evaluation. Here also is given an 
excellent historical summary which shows that even in this field, which 
has only so recently aroused great interest, many practices date back 
almost a hundred years, and some of them even longer. 

Except for this introductory chapter, which is admirable, the book is 
not, as the preface assumes, an “analysis of what has been accomplished 
in industry, and an interpretation of the purposes and motives which have 
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brought personnel and service work into being.’* It stops at a well- 
ordered and valuable statement of the practices of labor administration 
as carried oninindustry. But the field, even though considerably limited 
by the above definition, is too broad and involves too many topics to 
make it possible, in a book of this size, to analyze these practices at length 
or to try to interpret the motives lying back of the practice, useful and 
interesting as this would be. 

Something of the conservative character of the book is indicated by 
the fact that, ‘“‘because experience has been too brief to warrant a detailed 
statement of results at this time” only three pages are given over to the 
present movement to “‘democratize industry” and “to give the workers 
an increasing share of control.” On the other hand, seven pages are 
used for an exposition of lunchrooms and cafeterias, and twenty-six for 
restrooms and recreational activities, considerable space being given to 
such unstable details as prices and variety in the bill of fare, kind and 
quantity of kitchen equipment, and cost and equipment of restrooms 
and clubhouses. 

Two chapters headed “hiring and holding”’ present current employ- 
ment methods and employment machinery used in the selection, induc- 
tion, and retention of workers. A chapter on education includes not 
only a résumé of vocational training within industry, such as part-time 
schools, night schools, vestibule schools, general training classes, instruc- 
tion on the floor, and special training classes for executives, foreman, and 
salesmen, but also gives a view of the practices with reference to general 
education such as Americanization, cultural classes, continuation schools, 
and the value and use of such mediums as libraries and magazines, and 
the plant organ in education. 

Under “‘working hours”’ fatigue is treated at some length. The shorter 
work day, night work, overtime, Sunday work, rest periods, and vaca- 
tions are all taken up and their effect upon industry and the worker 
examined. The authors conclude that “experiment alone can determine 
the working period conducive to the greatest efficiency,” and that “the 
real result of shorter hours which give employes leisure time for rest, 
recreation, education, and the building of homes and the improvement 
of them can be measured only after long periods by such indefinite 
quantities as stability of labor, and health and happiness.” 

Standards in accident prevention, sanitation, lighting, ventilation, 
fire protection, and the prevention of occupational diseases are reviewed 
in a chapter on “‘working conditions.” There is also a brief but specific 


1 The italics are the reviewer’s. 
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summary of the safety movement. Similarly a chapter on “medical care”’ 
brings in the value and methods of the medical examination, the plant 
medical equipment the medical staff, dental and optical clinics, and 
hospitals and sanatoria. A study of records, costs, and control follows, 
with a conclusion on health education. 

“Methods of remuneration” embrace the basic wage, time, piece, 
and premium methods, and profit sharing, as well as the more recently 
advocated non-financial incentives, which are discussed under the heading 
“work stimuli other than regular wages.” Housing under various com- 
munity conditions, and the different forms of community activities in 
which employers have taken part, are presented in a chapter on “the 
employer and the community.” Insurance, savings, and loans as well 
as accident compensation, mutual-aid societies, and pensions are brought 
together for review. 

The volume is concluded with an all too brief chapter on the “organi- 
zation of the department of labor administration,” a subject which could 
profitably have been treated at greater length even at the cost of omitting 
some of the other material. 

The book is well indexed, and a selected bibliography for each chapter 
is provided, taken chiefly from the best current periodicals, from govern- 
ment documents, and other reports. 

As a whole, the book fills a real need and is a refreshing relief from the 
flood of visionary literature which has recently been poured upon us in 


an effort to supply the want. 
MILDRED J. JANOVSKY 
UNIVERSITY OF CHICAGO 


The Story of the Nonpartisan League—A Chapter in American 
Evolution. By CHARLES Epwarp RussELL. Harper & 
Brothers, 1920. Pp. 333. Eight illustrations. $2.00. 

The author of this book spent several weeks in North Dakota, when 

the Nonpartisan League was being organized, as one of President A. C. 

Townley’s most valued advisers. He prepared at that time a series of 

propaganda articles, which were printed in Pearson’s Magazine and sent 

to League members. He had therefore an active part in forming the 

League. He writes accordingly as an advocate, not as a historian. 

In this book, however, he cultivates the idea that he is writing as a 

detached and disinterested historian. 

The book falls into two main parts: the first part (180 pages) 
describes the economic and political background of the League—the 
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setting of the stage; the second part (140 pages) brings Townley on the 
stage and traces the League’s origin and growth covering the years 
1915 to 1919 inclusive. The book is well indexed. 

The style and substance of the book are well illustrated by the 
keynote story with which the author begins—five farmers eating in a 
Washington restaurant, paying $11.95 for the meal, the raw materials 
of which netted the producers 84 cents, indicating thereby that the 
farmer is robbed of most of the fruits of his labor by his enemy, the 
middleman. The thesis of the first part of the book is, that farming in 
North Dakota (prior to the coming of the League) did not pay, because 
the middlemen took from the farmer the bulk of his product. The 
middleman system had “perverted and bedeviled” the process of 
distribution. “In one of the most fertile regions of the world, with 
every advantage of accessibility and great markets, farming was 
an unprofitable calling” (p. 184). In one day in the summer of 1914, 
says the author, he counted seven abandoned farms (p. 5). He ought 
to have said abandoned houses, for there are no abandoned farms in 
North Dakota. 

Slowly, chapter by chapter, he develops the story of the “abuses” 
—high interest rates, ranging from 14 to 48 per cent (p. 35); high 
freight rates—five cents a bushel higher than Canadian farmers are 
paying (p. 38); the undergrading of the farmer’s wheat—his one big 
crop—an “evil” reflected back from the dark terminal practices in 
Minneapolis and Duluth whither the farmers’ grain moves; the over- 
dockage of the wheat, both at the local and at the terminal elevator; 
the underweighing of the grain also at both places; the “mixing” of 
the grain in the terminal elevator whereby lower grades are mingled with 
better grades and the mixture all selling for the higher grade; and finally 
the grain is sold at 5 cents below the market price (p. 39). This is a 
gloomy picture indeed, of every man’s hand against the honest farmer. 
The author summarizes the evils thus: 

The farmer raised the wheat and other men took the profit; other men that 
never turned a sod nor held a plow nor forwarded a bushel of wheat, but stood 
in line to snatch from the bushel as it passed. All along the line it was one 
story of loss. The farmer lost when he borrowed money at exorbitant rates, 
when he sold his wheat on fictitious grades fixed against him by a power over 
which he had no control, when he was docked for impurities that did not exist, 
when his wheat was hawked about the Minneapolis Chamber of Commerce 
by parasitical or phantom handlers and unnecessary brokers, when it went 
to a mixing-house to be hocused and doctored, when it was hauled at extrava- 
gant rates by waterlogged railroads, when he was charged for switching that 
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was never done and sales that were never made. And all this supported and 
buttressed by huge organizations, the huge bank, the huge financial interest, 
the huge railroad company, the huge milling concern, the wealth, power, 
politics, social organization of the entire Northwest in one solid enduring 
league. 


The “big business” interests, particularly the railroads, banks, 
millers, and grain dealers, he pictures as centering in the Minneapolis 
Chamber of Commerce. The real focus of the “evil” he makes the 
terminal elevator. In contrast with the farmer’s poverty he refers to 
the “great fortunes and imposing palaces of the grain kings of the 
Northwest”’ (p. 160). 

On such a stage as this Townley comes. The author describes his 
plunge in flax growing in western North Dakota, and says he was 
“ruined’’ by gamblers on the Chicago Board of Trade who beat down the 
price of flax. Asa matter of fact, it was a crop failure (due to bad 
weather), not a low price for flax, that bankrupted Mr. Townley. 
Townley’s experience as orator and organizer for the Socialist party now 
stood him in good stead. He began in 1915 to organize the League. 
Soon a field force in Ford cars are canvassing every farmer in the state, 
working on a commission basis. Membership dues, at first $6 a year, 
are soon raised to $9, and then to $16 for a two-year period. The 
League is strong enough to enter politics in 1916, and make a campaign 
for state-owned terminal elevators. The fight against the League is 
bitter to the last degree. But with its paid membership of 40,000, 
it wins the election, takes control of the Republican party organization, 
puts a farmer, Lynn J. Frazier, in the governor’s chair, elects a supreme 
court, the state executive officers, the lower house of the legislature, 
and nearly one-half of the upper house. A terminal elevator bill is 
passed, but vetoed by the governor as not being suited to the needs. 
“There had never been,” says the author, “a legislature in the history 
of the United States that in an equal space of time enacted an equal 
number of betterment measures” (p. 229). 

At this point the author devotes twenty pages to the war record of 
the League—a very delicate subject. George Creel is quoted as authority 
that Townley’s war record, once he was set right by the Washington 
administration, was correct—better, indeed, than that of “partisan 
papers like the Chicago Tribune, the Kansas City Star, and the Philadel- 
phia North American” (p. 246). 

In the legislative session of 1919 the League was in complete control. 
The program of state socialism was therefore enacted into law. The 
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author cites the following League measures as the principal achieve- 
ments: 

(1) State Bank of North Dakota, with a capital of $2,000,000, 
created to finance state flour mills, grain elevators, and other industries; 
also to loan money on farms, and to home builders—both rural and 
urban. 

(2) State Industrial Commission created, with authority to proceed 
with the economic program. 

(3) State Hail Insurance Law—a revision of the existing laws. 
Other measures mentioned are: revision of law on co-operative associa- 
tions; reduction of intrastate railroad rates; tax laws, particularly 
income tax and exemption of certain forms of personal property; work- 
men’s compensation; eight-hour law for women; union label on state 
printing; anti-injunction law; educational law depriving state superin- 
tendent of public instruction (an anti-Leaguer) of power; public printing 
bill creating one official paper in each of the fifty counties and authorizing 
the administration to select such paper (thus, in fact, subsidizing fifty 
League country newspapers). 

The author brings the story of the League down to October 1, 1919, 
when it had 245,000 dues-paying members, 3 representatives in Congress, 
and an organization in 13 states. The League measures enacted in 
North Dakota in 1917 and 1919 have, says the author, already abolished 
high interest, high freight rate, high dockage, and the undergrading, 
underweighing, underpaying in the wheat market. 

The book should be viewed as a clever piece of journalism, effective 
but inaccurate. It is an appeal to anger. Its major statements are 
largely disingenuous. It has the earmarks of being scientific; it cites 
references; it affects a certain restraint in statement. Yet the critical 
reader will find its “citations” ex parte, fragmentary, undated for the 
most part. The book is a good example of skilled juggling with half- 
truths. Thus the old abuses in the grain trade, particularly those of 
the line elevator companies were stopped by the now powerful farmers’ 
elevator movement. The author, for instance, pictures the Equity 
Society of farmers as being fought and beaten by the line elevator 
combinations. As a matter of fact the Equity has become a big-line 
elevator company itself. The author’s picture of grain inspection and 
grading in Minnesota, by a sampler in the car (p. 38), is wholly false. 
The sampler delivers his sample (taken by probing in all parts of the 
car) to the state laboratory,| where trained grain inspectors employed 
by the state examine the grain and give it a grade defined by federal 
government regulations. 
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Again, as showing the failure of the author to tell the truth, we may 
cite the case of the grain-grading law enacted by the 1917 session of 
the League legislature and strengthened by the 1919 session: The 
president of the Agricultural College ‘‘was summoned”’ says the author, 
from his laboratory to be state inspector of grades, weights, and 
measures, and installed within the boundaries of the state a new system 
of grain grades based upon laboratory tests and milling values instead 
of weight and appearance” (p. 273). But what are the facts? In the 
bulletin, North Dakota Grades, issued May 25, 1918, by the president 
of the Agricultural College in his capacity of state inspector of grades, 
weights, and measures, occurs this statement on the first page: 

The federal government has established grades for corn and all classes 
of wheat, so that all interstate shipments must be graded according to these 
standards. In order to avoid the confusion of a double standard and a dual 
inspection, we deem it advisable to adopt these standards: the said grain 
standards published in the Government Service and Regulatory Announcement 
No. 33, issued April 15, 1918, are hereby adopted and made part of the North 
Dakota grades. 


The author’s statements about grades, as well as many other matters, 
are misleading. 
In short this book is not what it pretends to be—the facts about the 


Nonpartisan League. 
James E. Boyle 
CorNELL UNIVERSITY 


The IW.W. A Study of American Syndicalism. By Pavut 
FREDERICK BRISSENDEN (Columbia University Studies). 
Second Edition. New York: Longmans, Green & Co., 1920. 
Pp. 424. $4.00. 

At a time like the present when the press and departments of justice 
are labeling strikes as “outlaw,” “insurgent,” and instigated by the 
I.W.W., and when revolts against denial of constitutional rights are 
being similarly characterized, it is well to have at hand this dispassionate 
work of Dr. Brissenden as a basis for a correct understanding of an 
overestimated but very active movement. 

The book is not concerned with the philosophy of movement, nor 
does it present the dramatic pictures portrayed by Carleton Parker. 
The author has succeeded in his object of presenting a matter-of-fact 
description of the organization, its origin, structure, and history as 
drawn from “interviews, soap-box speeches, convention proceedings, 
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and official papers and pamphlets.” Undoubtedly this book will 
become more and more valuable as a source of materials. Many of the 
papers and pamphlets quoted from are rapidly disappearing, either 
through raids on headquarters and consequent destruction of documents, 
or through the negligence of the migratory officials of the organization. 
Dr. Brissenden presents both the theories of the I.W.W. and its acts, 
which have been quite generally misrepresented by the press or silently 
ignored. Against a background of dominating personalities he shows 
the prolonged struggle within the organization between the political 
actionists and the direct actionists resulting in the triumph of the latter. 
The conflict between the East and the West over decentralization is 
also dealt with in detail. 

Attention is called to the underlying similarity between the crudely 
worded doctrines of the I.W.W. and the dignified reconstruction program 
of the British Labor Party, each being at bottom an insistent demand 
for democracy in industry. This basic ideal of the I.W.W. has infiltrated 
into other labor organizations and has modified the platforms of liberal 
and radical political groups. The I.W.W. are the “gadflies—stinging 
and shocking the bourgeoisie into the initiation of reforms.” 

The appendixes give the Preamble of the I.W.W. in its original form 
and as modified by the struggle of the factions; statistical tables of 
membership according to industries and according to local unions; 
a list of strikes and free-speech fights; a collection of ‘‘Wobbly” songs; 
reprints of “criminal syndicalism” statutes; and a well-arranged and 
complete bibliography. 

Henry A. RABE 

UNIVERSITY OF CHICAGO 


Sovietism—The A B C of Russian Bolshevism. By WILLIAM 
ENGLISH WALLING. New York: E. P. Dutton & Co., 1920. 
Pp. 220. $2.00 net. 

In this book we are given what the author calls the A B C of Russian 
bolshevism. The Bolsheviki, according to Mr. Walling, are a group of 
fanatics, a sect which does not represent the majority and which has no 
seriously undertaken program. Ruthlessness has been resorted to by 
the leaders as a means of imposing their will upon the people; the more 
recent tendencies toward moderation and reason are simply devices to 
conceal the true and vicious policy which will be uncovered at the 
proper moment. The immediate goal of the group is recognition; a 
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basis for carrying on more effectively its avowed campaign to estab- 
lish a world-dictatorship. 

Granted that all of these conclusions are supportable, Mr. Walling’s 
method of establishing the case is far from satisfactory. Being unable 
to speak from observation and experience in direct contact with the 
Russian situation, he turns for his evidence to the utterances of the 
Bolsheviki themselves as the basis of his proof. Here, we are told, are 
the Soviet Constitution and decrees, Lenine’s speeches, extracts from the 
Bolshevik press, and the published opinions of Maxim Gorky. With 
the exception of the excerpts from Gorky, which are taken from writings 
prior to his support of the present régime, the idea is: Let them speak; 
they expose, they contradict, they indict themselves and their system. 
What evidence could be more satisfactory ? 

Manifestly it is open to question how far one can generalize with 
safety from inconsistencies found in the decrees, political writings, and 
speeches of officials. How much, for example, does the reading of our 
Constitution contribute to an understanding of the United States? 
Certainly many of us would like to believe that we are not what could 
be reasonably inferred by reading excerpts from the Congressional 
Record. Lenine, possibly, holds his ear to the ground. That’s diplo- 
macy. As for Trotsky, who has had experience as a journalist in New 
York, possibly he learned some tricks on that job which he has not been 
able wholly to forget. State documents, decrees, words from politicians, 
particularly these who are insecure in tenure of office, must not be taken 
too seriously. 

The criticisms quoted from Gorky are more formidable and, as 
intended by Mr. Walling, they do serve admirably as the basic fabric 
of proof. There is a poignancy of thrust within the ponderous phrases 
of this fearless critic which carries the battle home. But although 
Gorky’s testimony stands a pillar of strength, the broader conclusions 
of the book are weakened by the fact that Gorky has shifted his allegiance 
recently to the Bolsheviki. He feels that the spirit of the Revolution 
must be saved and the present ugly vehicle of government is the only 
method. No alternatives exist; the existing régime alone can prevent 
chaos. 

It would seem that Gorky’s position furnishes a suggestion for 
writers upon the Russian situation. What the public wants to know is 
not what the political leaders have said but what Russia is doing, what 
is being accomplished. How about production? Is it increasing or 
decreasing? What handicaps are there? What is the condition of the 
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people, the standard of living? What problems are there in dividing 
what has been produced between the rural and the city workers? Evi- 
dence upon these points would make possible an intelligent answer to 
the biggest question: How much of the lack of production, the misery, 
and the breakdown of transportation and industry is due to the form 
of government and how much to the blockade, the seven years of war, 
the combined wrecking tactics of the enemies of the soviet government ? 
It would point to a possible course of action. 

Unfortunately this book treats these matters scantily. On page 48, 
for example, we are told: ‘The transportation crisis complicates the 
fuel crisis—for the temporary occupation of the chief mining centers by 
the civil enemy, the destruction of the mining machinery and Soviet 
mismanagement crippled the coal mines and made it necessary to use 
wood.”’ But what proportion of the damage is due to “temporary 
occupation by the civil enemy” and what proportion to “Soviet mis- 
management”’ are the questions which are lost in the generalization. 
On page 59 the statement is made, “A year ago this spring of 1920 a 
new policy was instituted and the most hated anti-labor policies of 
reactionary employers were introduced; the Taylor system, piece wages, 
premiums, bonuses, etc.” This does reveal a dictatorship! But what 
has been the effect upon production ? 

What is needed at this time is less political opinion and more economic 
facts. It is true that a political question is involved in the Russian 
situation. But more information first as to the functioning of the Russian 
state will make clear what political attitude should be adopted toward 
sovietism. Yes, and what we should think of certain academic circles, 
which Mr. Walling says (p. 134) “would render helpless all parties and 
governments that are struggling heroically against the Red tide—by 
describing the Bolsheviki as being bad, very bad, but no worse than 
their opponents 

WILLARD E. ATKINS 

UNIVERSITY OF CHICAGO 
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